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CORPORATE PROFILE

Jefferson-Pilot Corporation, a holding company (NYSE:JP), is one of the nation's largest shareholder-owned life
insurance companies.

Jefferson Pilot's life insurance and annuity companies, principally Jefferson-Pilot Life Insurance Company, Jefferson
Pilot Financial Insurance Company and Jefferson Pilot LifeAmerica Insurance Company, together known as Jefferson

Pilot Financial, offer full lines of individual and group life insurance products as well as annuity products.

Jefferson Pilot Securities Corporation, member SIPC, provides a wide array of securities and variable insurance
products sold through a nationwide network of maore than 2,300 independent financial professionals.

Jefferson-Pilot Communications Company owns and operates three network television stations and 18 radio
stations, and produces and syndicates sports programming.
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SUPERIOR PERFORMANCE FOR SHAREHOLDERS
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Jefferson Pilot shareholders have enjoyed superior performance that's been remarkably steady
and reliable for over three decades. Over the post ten years our shareholders have seen earnings
per share before realized investment gains ond losses grow at o compounded annugl rate of 12
percent and have enjoyed cash dividends per share that have grown over 11 percent a year.
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§§ T OUR BUSINESSES AT A GLANCE

INDIVIDUAL PRODUGTS

—————————— 287

MAJOR PRODUCTS DISTRIBUTION
Universal Life Insurance Independent General Agents

'00 ‘01 ‘02 '03 '04 , . , . : —
Variable Universal Life independent National Marketing Organizations

Individual Products ) o
Segment Income Term Life Insurance Agency Building General Agents
(% millions)

District Agency Network

Jefferson Pilot Securities Corporation

&
o Barks
-
-~ T ~ Strategic Alliances
_ANNUITY & INVESTMENT PRODUCTS
MAJOR PRODUCTS DISTRIBUTION
‘00 '01 '02 '03 '04 Single Premium & Flexible Premium Independent National Marketirig Organizations
‘ ¢ Deferred Annuities
Amu‘%:g%';ﬂfﬁgﬁ; Products | Soe At Independent General Agents
(83 millions) mmediate Annuities Agency Building General Agents
Equity Indexed Annuities Annuity Marketing Organizations
~ Mutual Funds Jefferson Pilot Securities Corporation
p @ 5 Asset Management Programs Banks
e T T Investment Professionals
BENEFIT PARTNERS
MAJOR PRODUCTS DISTRIBUTION
00 01 02 03 ‘04 Group Term Life Insurance Regional group offices throughout the USS,,
Benefit Part . -
Sezrr‘:elnt I‘;Cg;r; Group Disability Income Insurance marketing through employee benefit brokers, third

(s millions) party administrators, and employee benefit firms

Group Dental Insurance

[+2)
e
g _wdT
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+ T _COMMUNICATIONS
MEDIA QUTLETS
Radio (18 Stations) Atlanta, Charlotte, Denver, Miami, San Diego
Television (3 Stations) Charleston (SC), Charlotte, Richmond
Sports Production and Syndication ACC and SEC Basketball and Football

‘00 01 02 03 04
Communications

Broadcast Cash Flow
($ millions)




FINANCIAL HIGHLIGHTS

(In Millions Except Share Information) 2004 2003 % Change
Income per common share:

Income before realized gains {losses) and

cumulative effect of change in accounting principle $ 3.89 $ 389 5

Net income $ 396 $ 347 14
Income per common share - assuming dilution:

Income before realized gains {losses) and

cumulative effect of change in accounting principle $ 3.85 $ 366 5

Net income $ 3.92 $ 344 14
Cash dividends paid per common share $ 1.47 $ 129 14
Stockholders' equity per common share $ 28.75 $ 2707 6
Stockholders' equity per common share excluding

accumulated other comprehensive income $ 23.76 $ 222 7
Income before gains {losses) from sales of investments and

cumulative effect of change in accounting principle 536 $ 523 3
Net income 546 $ 492 1
Reportable segment results:

Individual Products $ 302 $ 309 (23

Annuity and Investment Products 76 85 (10)

Benefit Partners 71 51 39

Communications 54 46 20

Corporate and Other 33 32 2
Total reportable segment results $ 536 $ 523 3
Total realized investment gains (losses), net of tax 27 (31)
Net income before cumulative effect of change in accounting principle $ 563 5 492 14
Assets $ 35,105 $ 32,696
Stockholders' equity $ 3,934 $ 3,806
Shares outstanding at year end (thousands) 136,819 140,611
Operating return on average adjusted equity” 16.8 % 17.3 %

*Average accumulated other comprehensive income




A DIVERSE PORTFOLIO OF ATTRACTIVE BUSINESSES

{Reportable Segment Results in millions)
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Jefferson Pilot's diversified portfolio of businesses combines a core of stable,
predictable individual life insurance and annuities with higher-growth group
insurance and communications businesses. This combination creates strong
capital generation capability and excellent growth opportunities.




TO OUR SHAREHOLDERS

Having completed my first year as Jefferson Pilot's CEQ,
| am pleased with our company's overall performance,
which is the result of our strong, diverse portfolio of
businesses. Our Benefit Partners and Communications
businesses performed superbly, with profits up 40 percent
and 20 percent respectively, and we managed our life
and annuity businesses with agility to mitigate earnings
pressure from historically low interest rates. The value of
our business mix — a core of stable individual life insurance
and annuities, augmented by the higher-growth group
insurance and communications businesses — was clearly
demonstrated in 2004, and we made good progress on
many fronts.

¢ Total earnings per share grew 14 percent to $3.92
from $3.44.

® Earnings per share before realized investment gains, and
excluding the effect of a change in accounting principle,
increased five percent to $3.85 from $3.66. That gain
follows a terrific increase of 17 percent the year before.

* Qur return on equity of almaost 17 percent continued to
rank at the top of our industry.

* We demonstrated once again Jefferson Pilot's unsur-
passed prowess in successfully sourcing and integrating
acquisitions,-as our purchase of the non-medical group

Dennis R. Glass, CEQ B

insurance business of Canada Life was completed with-
out a hitch and is already contributing meaningfully to
our earnings.

o Our ability to generate excess capital over and above
that needed for reinvestment in our businesses — based
on our high capital returns and powerful statutory
garnings base — allowed us to raise our cash dividend
rate by 15 percent and simultaneously return $274
million to shareholders through the repurchase of 5.4
million shares of our stock in 2004.

Jefferson Pilot's success in providing superior results for
shareholders over a very long span rests on our rigorous
adherence to our core principles, and on relentless
execution of those principles.

MARKET LEADERSHIP

We've built a compelling value proposition in our Premier
Partnering initiative by providing high levels of service
to, and rewards for, the most productive producers and
marketing organizations. As the industry has shifted to
independent agents and producing organizations and
away from career agents, we've been able to attract and
build relationships with high-producing individuals and
organizations through concierge-level service for our




best partners. That's also helped us move into the higher
end of the market where the growth outlook is strong-
est. In fact, Jefferson Pilot's Premier Partners produce
policy sales that average $760,000 — three times the
industry average.

INDUSTRY-LEADING
EFFICIENCY

Jefferson Pilot enjoys a very significant competitive
advantage through an industry-leading cost structure.
We have invested in technology and systems that provide
outstanding tools for managers throughout our organiza-
tion to understand and control the expenses generated
by their teams, and the results speak for themselves,
Jefferson Pilot's individual life insurance overhead costs
as a proportion of premiums are half of industry norms.
In our annuity segment, general and administrative
expenses are well below industry averages. Benefit
Partners has leveraged technology effectively to create
an efficient, automated environment that not only drives
down costs but also provides superior customer service,
Jefferson-Pilot Communications tightly controls expenses
to help produce broadcast cash flow margins that are
substantially better than industry performance — approxi-
mately 50 percent versus 40 percent for peers.

QUALITY

Alongside efficiency, quality is a clear differentiating
strength of Jefferson Pilot. In addition to investing in tech-
nology to enhance processes throughout our financial
services businesses, we relentlessly pursue cost-effective
quality through use of a rigorous metrics-driven process
to achieve a successful “lean manufacturing” outcome.
Qur process has, in fact, been recognized by the Harvard
Business Review for innovation within the financial
services business.

FINANCIAL DISCIPLINE
AND STRENGTH

At Jefferson Pilot, financial discipline begins at the
product level. We consistently seek to achieve margins
and returns cn our products at a level consistent with

the overall corporate returns we expect to produce for
our shareholders. That means an unlevered 12 percent
or better return on each product and business segment.
Because of this discipline, Jefferson Pilot has been
able to deliver higher returns on assets than our peers,
industry-leading returns on equity, and a superior ratio
of statutory profits to GAAP earnings while employing
a lower than average level of financial leverage. We've
been able to pay out a higher amount of our earnings in
cash dividends than our peers while sustzining excelient
financial strength ratings.

PERFORMANCE CULTURE

As we've used technology to provide the tools our
managers need to understand their business and to
effect change in a timely way, we have imbued the
Jefferson Pilot organization — top to bottom — with an
environment that demands performance. Our managers
are assessed and compensated based on appropriate
and specific measures of their performance. Everyone
understands clearly what is expected and everyone is
given the tools to perform.

These core principles have served us well in extending
Jefferson Pilot's long record of exceptional performance
for shareholders, and will continue to help us win
competitively to maintain that record.

BUSINESS SEGMENT
PERFORMANCE

Qur Individual Products business remains a leader in
providing universal life products, both fixed and variable,
to a broad market. Premier Partnering remains a key
element of our success of the individual life insurance
market, with Premier Partners having provided 55 percent
of our sales in 2004. The number of Premier Partners
grew seven percent last year to 523, providing a solid
base for 2005 sales. In addition we are accelerating
expansion of our field sales support team dramatically,
adding efficiency through technology, and rolling out
new products regularly. While the earnings growth
rate of the individual life business has been reduced




JEFFERSON PILOT'S MANAGEMENT TEAM

(FROM LEFT TO RIGHT) CHARLES C. CORNELIO, THERESA M. STONE, MARK E. KONEN,
DENNIS R. GLASS, WARREN H. MAY, ROBERT D. BATES, DONALD L. McDONALD.

by persistently low interest rates and thus reduced
investment yields, we remain comfortable that we will
be able to use the multiple profit levers in the business
to realize steady growth as we emerge from the current
yield environment.

The near-term outlook for Annuity and Investment
Products is also challenged by low investment yields, and
also by intense price competition in fixed annuities and
higher lapse rates. We have successfully reoriented this
business since 2003 from traditional fixed annuities to-
ward equity-indexed annuity products, quickly establishing
lefferson Pilot as a market leader in the fastest-growing
accumulation product in the industry. We understand the
importance of this business in an increasingly retirement-
oriented market, but we are committed to products that
make sense from a profitability perspective.

Our Benefit Partners non-medical group insurance
business completed the Canada Life transaction and
integration flawlessly in 2004, and the corporate earnings
contribution from Benefit Partners is already approaching
the 15 percent target we established when we announced
the Canada Life acquisition. In addition, Benefit Partners’
unique, technologically driven approach to the group

insurance business is providing excellent growth oppor-
tunities to buitd on our 35,000 small-business customers
and their four million employees.

Jefferson-Pilot Communications produced exceptionally
strong results in 2004, continuing its record of superior
performance. Both radio and television operations are
performing well, as Communications remains focused
on building revenue share in exceptional growth markets
and generating industry-leading margins through disci-
plined expense management that keeps overhead costs
growing at low single-digit rates, well below revenue
growth. Jefferson-Pilot Sports is enjoying increased
demand for its collegiate sports products, and continues
to provide valuable name recognition for our financial
services businesses.

In 2002, the U.S. Congress passed the Sarbanes-Oxley
Act to address perceived weaknesses in the nation's
corporate governance and management oversight.
A key and rigorous part of that legislation, Section 404,
was recently implemented and requires corporate manage-
ments to affirm the effectiveness of internal control over
financial reporting, and additionally requires external
auditors to corroborate the effectiveness of those controls.




We have always prided ourselves on our disciplined
approach to our businesses, and so | am particularly
proud to be able to report that our controls over financial
reporting are operating effectively.

Several senior management changes are worthy of note.
David Stonecipher retired at the end of 2004 from his
executive position, continuing, however, as non-executive
Chairman of the Board. Also in 2004, three individuals
were added to Jefferson Pilot's Management Committee:
Chuck Cornelio, Executive Vice President — Technology and
Insurance Services; Mark Konen, Executive Vice President
— Life and Annuity Manufacturing; and Don McDonald,
Executive Vice President and Chief Investment Officer.
They join Bob Bates, President — Benefit Partners;
Warren May, Executive Vice President — Marketing and
Distribution; and Terry Stone, Chief Financial Officer of
the Corporation and President of Jefferson-Pilot

enable us to leverage the exceptional efficiencies we've
developed to enhance earnings growth. In the individual
life and annuity businesses, we're building a broader base
of independent distributors, with deeper penetration of
existing relationships, backed by an expanding number
of field wholesalers that will support our producers and
take the JP story and our excellent producis aggressively
into the market. In our group insurance business, we are
building on our excellent platform by expanding distri-
bution and increasing our voluntary-products offerings.
And, not least, we are always looking for atiractive acqui-
sitions that will enable us to utilize our proven skills in
profitably integrating businesses.

Longer term, we believe that our diversified portfolio of
attractive businesses, combined with our unrelenting
focus on our core principles, will continue to produce the
exceptional results our shareholders have enjoyed for

Communications Company, to form an exceptional
management group that leads a talented and dedicated

many years.

i

DENNIS R. GLASS
President and Chief Executive Officer

team of officers, managers, and employees numbering
more than 3,800.

Looking forward, we are building on our successes
through a number of strong initiatives that are designed
to generate growth notwithstanding the low interest
rate environment. In particular, we are working hard in
each of our businesses to build top-line growth that will

RECOGNIZING OUTSTANDING LEADERSHIP

On behalf of Jefferson Pilot's Board of Directors and employees, | would like to
‘ express my sincere appreciation to David Stonecipher for his leadership of
§ . Jefferson Pilot and our industry as he retires from his executive position with
the company. In his 11 years as CEQ, Jefferson Pilot was transformed from a
regional player to a national leader in the fife insurance industry. He not only built
a great company that provided outstanding results for shareholders, including
a four-fold increase in our share price, but he also took a sincere interest in the
development and success of our employees. In addition, he provided wise and
well-regarded leadership to the life insurance industry as a whole. | am proud to
have served with him, and we are fortunate to retain his advice cnd counsel in his

continuing role as Chairman of the Board. /6)
Donpri %0.«-




SUPERIOR FINANCIAL PERFORMANCE
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CONDENSED CONSOLIDATED BALANCE

Jefferson-Pilot Corporation and Subsidiaries

December 31 (Dollar Amounts in Millions Except Share Information)

SHEETS

2004 2003

ASSETS:
Investments:
Debt securities available-for-sale, at fair value (amortized cost $18,816 and $16,819)

$19,725 $ 17,706

Debt securities held-to-maturity, at amortized cost (fair value $2,514 and $2,918) 2,269 2,752
Equity securities available-for-sale, at fair value (cost $201 and $304) 650 756
Mortgage loans on real estate 3,667 3,472
Policy loans 839 869
Real estate 125 132
Other investments 193 65
Total investments 27,568 25,752

Cash and cash equivalents 87 72
Accrued investment income 342 326
Due from reinsurers 1,341 1,340
Deferred policy acquisition costs and value of business acquired 2,430 2,230
Goodwill 312 312
Assets held in separate accounts 2,373 2,166
Other assets 652 498

Tota! assets

$ 35,105 $ 32,696

LIABILITIES AND STOCKHOLDERS' EQUITY
Policy liabilities:
Future policy benefits

$ 3,096 $ 2674

Policyholder contract deposits 21,694 20,642
Policy and contract claims 232 165
QOther 1,144 954
Total policy liabilities 26,166 24,435
Commercial paper and revolving credit borrowings 188 654
Securities sold under repurchase agreements 468 401
Notes payable 600 -
Junior subordinated debentures 309 309
Currently payable (recoverable) income taxes 31 (72)
Deferred income tax liabilities 589 543
Liabilities related to separate accounts 2,373 2,166
Accounts payable, accruals and other liabilities 447 454

Total liabilities

$ 31N $ 28890

Commitments and contingent liabilities
Stockholders' Equity:
Common stock and paid in capital, par value $1.25 per share: authorized 350,000,000 shares;

issued and outstanding 2004-136,819,214 shares; 2003-140,610,540 shares 180 176
Retained earnings 3,071 2,947
Accumulated other comprehensive income 683 683

Total stockholders' equity 3,934 3,808

Total liabilities and stockholders' equity

$ 35,105 $ 32,696




CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Jefferson-Filot Corporation and Subsidiaries

Year Ended December 31 (Dollar Amounts in Millions Except Share Information) 2004 2003 2002
Revenue:
Premiums and other considerations $ 1,293 $ 951 841
Universal life and investment product charges 732 691 638
Net investment income 1,672 1,657 1,634
Realized investment gains (losses) 4 (47) (22)
Communications sales 241 216 210
Broker-dealer concessions and other 123 105 105
Total revenue 4,102 3,573 3,406
Benefits and Expenses:
Insurance and annuity benefits 2,287 2,005 1914
Insurance commissions, net of deferrals 250 108 15
General and administrative expenses, net of deferrals 184 149 167
Insurance taxes, licenses and fees 73 73 78
Amortization of policy acguisition costs and value of business acguired 287 34 286
Interest expense 48 34 36
Communications operations 133 125 125
Total benefits and expenses 3,262 2,835 2,721
Income before income taxes and cumulative effect of change in accounting principle 840 738 685
Income taxes 277 246 235
Income before cumulative effect of change in accounting principle 563 4392 450
Cumulative effect of change in accounting for long-duration contracts, net of taxes (17) - -
Net income $ 546 $ 492 450
Per Share Information: )
Income before cumulative effect of change in accounting principle, net of taxes $ 4.08 $ 347 3.07
Cumulative effect of change in accounting for long-duration contracts, net of taxes (0.12) - -
Net income $ 3.96 $ 347 3.07
Per Share Information - assuming dilution:
Income before cumulative effect of change in accounting principle, net of taxes $ 4.04 $ 344 3.04
Cumulative effect of change in accounting for long-duration contracts, net of taxes (0.12) - -
Net income $ 3.92 $ 344 3.04
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

SUMMARY OF SELECTED FINANCIAL DATA

2004 2003 2002 2001 2000
(In Millions Except Share and Per Share Information)

Income before cumulative effects of changes in

accounting principles .................... $ 563 $ 492 $§ 450 $ 512 $ 512
Cumulative effect of change in accounting for

derivative instruments, net of taxes......... — — — 1 —
Cumulative effect of change in accounting for

long-duration contracts, net of taxes........ 0¥)) — — — —
Netincome . ..............cciiiiioiin. $ 546 $§ 492 $ 450 $ 513 0§ 512

Per share information:
Income before cumulative effects of changes in

accounting principles .. .................. $ 408 $ 347 $ 307 $ 337 § 331
Cumulative effect of change in accounting for

derivative instruments, net of taxes......... — — — 0.01 —
Cumulative effect of change in accounting for

long-duration contracts, net of taxes........ (0.12) — — — —
Netincome . ........ooiiiniriinnnnnnn... $ 39 §$ 347 $ 307 $ 338 § 331

Per share information — assuming dilution:
Income before cumulative effects of changes in

accounting principles ................. ... $§ 404 $ 344 $ 304 $ 333 $§ 328
Cumulative effect of change in accounting for

derivative instruments, net of taxes......... — — — 0.01 —
Cumulative effect of change in accounting for

long-duration contracts, net of taxes........ (0.12) — — — —
Netincome...............ooiiiiiiinnn... $ 392 $ 344 $ 304 $ 334 §$ 328
Cash dividends declared on common stock .... $ 208 §$§ 187 $ 175 § 166 $§ 152
Cash dividends declared per common share ... $ 1352 § 132 $§ 120 $ 112 § 1.00
Cash dividends paid per common share:

First QUarter ............ooovinnnnnnennnn $ 033 $ 030 $ 028 $ 025 $ 022

Secondquarter ......................... 0.38 0.33 0.30 0.28 0.25

Third quarter ............ .. ... coen.. 0.38 0.33 0.30 0.28 0.25

Fourth quarter. . ........................ 0.38 0.33 0.30 0.28 0.25

Total ... $ 147 $ 129 $ 118 $ 107 $ 096

Average common shares outstanding

(thousands) . .................. ... ..., 137,999 141,795 146,847 151,915 154,576
Total assets ... ... $ 35105 $ 32,696 $ 30,619 $ 29,005 $ 27,331
Debt and junior subordinated debentures . ... .. $ 1097 $ 963 $ 762 $ 756 $ 853
Stockholders’ equity ...................... $ 3934 § 3806 $ 3540 $ 3391 § 3,159

Stockholders’ equity per share of common .
StOCK ..o $ 2875 § 2707 $ 2479 $ 2261 § 2047

Note: All share information has been restated to reflect the April 2001
3-for-2 stock split, effected in the form of a stock dividend.
Cash dividends per share may not add due to rounding related to the splits.
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

REVENUE BY SOURCES

2004 2003 2002 2001 2000
(In Millions)

Individual Products ............ ...ttt $1,780 $1,774 $1,737 $1,682 $1,664
Annuities and Investment Products. . .................... ... 718 694 686 647 629
Benefit Partners . ............ .. e 1,202 820 698 602 537
ComMUAICAIONS . . .. v\ ot ittt e e e e i 239 214 208 195 206
Corporate and Other .......... ... ... ... . ... . il 122 118 99 130 134
Revenues before investment gains (losses) and cumulative effect
of change in accounting principle. .............. ... .. ... 4,061 3,620 3428 3,256 3,170
Realized investment gains (10Ss€s) .. .........cviiiunnonn. 41 47) (22) 66 102
Cumulative effect of change in accounting for derivative
instruments (1) . ... .. e — — — 2 —
Total REVENUES . .. ..o oot ittt iiiiene e $4,102 $3,573 $3,406 $3,324 $3,272

2004 2003 2002 2001 2000
(In Millions)

Individual Products ... ...ttt ittt e $302 $309 $293 $295 $287
Annuities and Investment Products ......... ... .. ... .. ... L. 76 85 80 75 78
Benefit Partners . .. ... . e 71 5t 48 44 33
COMMUNECATIONS . . o\ttt et e et et e ettt e i e et 54 46 40 34 41
Corporate and Other . .. ... ... . . 33 32 4 20 6
Total reportable segment results (3)............ .. ... i, 536 523 465 468 445
Realized investment gains (losses), net of taxes ...................... 27 (B (15 44 67
Income before cumulative effects of changes in accounting principles.... 563 492 450 512 512
Cumulative effect of change in accounting for derivative instruments, net
of taxes (1) ... i — — — 1 —
Cumulative effect of change in accounting for long-duration contracts, net
Of tAXES (2) i ittt i e e an — — — —
Net INCOME . ..\ttt iaeans $546 $492 $450 $513 $512

(1) Effective January 1, 2001, the Company adopted SFAS Statement No. 133, “Accounting for Derivative
Instruments and Hedging Activities”, as amended.

(2) Effective January 1, 2004, the Company adopted SOP 03-1, “Accounting and Reporting by Insurance
Enterprises for Certain Nontraditional Long-Duration Contracts and for Separate Accounts.”

(3) Reportable segment results is a non-GAAP measure. See discussion in the MD&A under the section heading,
“Results by Business Segment”. Effective January 1, 2002, the Company ceased amortization of goodwill as
a result of the adoption of a new accounting standard (See Note 2).

COMMON STOCK TRADING HISTORY

High and Low Prices by Quarter

2004 2003 2002 2001 2000
High Low High Low High Low High Low High Low
First Quarter ............... 55.08 4897 4093 3575 53.00 45.23 49.67 41.00 4542 33.25
Second Quarter ............. 56.39 47.40 4320 38.34 5299 45.07 49.25 44.07 4646 36.88
Third Quarter .............. 50.20 47.01 46.57 41.21 4750 36.75 49.00 38.00 47.21 37.83
Fourth Quarter.............. 52.64 46.56 50.72 44.55 4521 3635 4690 41.15 5058 39.33
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
MANAGEMENT’S PRESENTATION OF QUARTERLY FINANCIAL DATA (UNAUDITED)

Revenues, excluding realized investment gains
Realized investment gains

Total tevenue . ....... ... .. . ..
Benefits and expenses .......... ... oo
Income taxes. .. ... ... ... ... .

Income before cumulative effect of change in accounting
principle ........ ..

Cumulative effect of change in accounting for long-
duration contracts, net of taxes (1)

Net income

Pershare....... ... ... ... . . . . . . .

Per share — assuming dilution

Revenues, excluding realized investment gains (losses) ..
Realized investment gains (losses)

Total revenue ........ ... ... ... . .. . .. ... ... ...
Benefits and expenses . ........... ... .. oL
Income taxes. ... ..o it

Net income

Pershare .. ... ..o i

Per share — assuming dilution

Restated
March 31, June 30, September 30, December 31,
2004 2004 2004 2004
(In Millions Except Share Information)
$961 $1,037 $ 999 $1,064
24 10 3 4
985 1,047 1,002 1,068
770 836 800 856
74 69 68 66
141 142 134 146
(7 — — —
$124 $ 142 $134 $ 146
$0.88 $ 1.03 $0.98 $ 1.07
$0.87 $ 1.02 $0.97 $ 1.06
March 31, June 30, September 30, Decefnber 31,
2003 2003 2003 2003
(Il} Millions Except Share Information)

$ 887 $ 897 $911 $925
(19) 20 5) 43)
868 917 906 882
701 703 718 713
58 74 62 52

$ 109 $ 140 $126 $117
$0.76 $0.99 $0.89 $0.82
$0.76 $0.98 $0.88 $0.82

(1) In September 2004, the Company adopted new accounting guidance that resulted in the restatement of the
previously reported cumulative effect from ($13) to ($17) (See Note 2).
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

SUPPLEMENTAL INFORMATION

2004 2003 2002 2001 2000
(In Millions)

Life Insurance In Force (Excludes Annuities):

Traditional ......... ... ... $ 37,649 $ 40,583 $ 41,570 $ 41,185 $ 43,083
Universal Life ................ .. ... .. .. ..... 98,751 96,369 91,675 89,054 89,741
Variable Universal Life ....................... 29,331 29,547 30,327 28,650 23,884
Benefit Partners ............ ..., 152,180 100,432 90,627 53,763 61,812
Total Life Insurance In Force .. ........ $317,911 $266,931 $254,199 $212,652 $218,520
Life Premiums on a SFAS 60 Basis:
First Year Life (Note) ................ ... ..... $ 757 $ 834 $ 821 % 918 $ 517
Renewal and Other Life ...................... 1,228 1,106 1,059 1,061 1,062
Life Insurance .......... ... . .ccvuinrin... 1,985 1,940 1,880 1,979 1,579
Accident and Health (including premium
equivalents) ........... ... ... ... ... 742 533 445 382 351
Total Life Insurance Premiums......... $ 2727 $ 2473 % 2325 % 2361 $ 1,930
Annuity Premiums on a SFAS 60 Basis:
Fixed AnNUILY .. ...0vvneininn e $ 1,265 §$ 815 $ 1,051 $ 1497 $ 1,273
Variable Annuity (including separate accounts). . . . 7 11 26 59 127
Total Annuity Premiums . ............. $ 1272 § 826 $ 1,077 $ 1,556 $ 1,400
Investment Product Sales . ................... $ 4780 $ 3,258 $ 2904 $ 2803 $ 3,677
Communications Broadcast Cash Flow ........ $ 108 $ 92 % 85 § 74 3 90

Note: First year life premiums include single premiums.
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations analyzes the
consolidated financial condition, changes in financial position and results of operations for the three years ended
December 31, 2004, of Jefferson-Pilot Corporation and consolidated subsidiaries. The discussion should be read
in conjunction with the Consolidated Financial Statements and Notes. All dollar amounts are in millions except
share and per share amounts. All references to Notes are to Notes to the Consolidated Financial Statements.

Company Profile
Overview

Jefferson-Pilot Corporation (JP) is a holding company whose financial services and broadcasting subsidiar-
ies provide products and services in four major businesses: 1) life insurance; 2) annuities and investment
products; 3) group life, disability and dental insurance; and 4) broadcasting and sports programming production.

Our principal life insurance subsidiaries are Jefferson-Pilot Life Insurance Company (JP Life), Jefferson
Pilot Financial Insurance Company (JPFIC) and its wholly owned subsidiary, Jefferson Pilot LifeAmerica
Insurance Company (JPLA). Jefferson-Pilot Communications Company (JPCC) and its wholly owned subsidiar-
ies conduct our broadcasting operations. Jefferson Pilot Securities Corporation (with related entities, JPSC) is a
registered non-clearing broker/dealer that sells mutual funds, affiliated and non-affiliated variable life and annuity
products and other investment products.

In our three financial services segments, effective investment management and asset/liability management
are important to our financial position and results of operations. Interest spread, which represents the difference
between interest earned on our investments and interest credited to policyholder funds, is a key component of our
results for individual life insurance and annuities products. The earned rate on our investment portfolio has
declined steadily in recent years as a result of a decline in the general interest rate environment. We believe that
the historically low interest rate levels that we have experienced will continue to challenge our earnings
progression. Our operating results also depend on the level of mortality (death) and morbidity (disability and
health) costs we incur. We attempt to address these factors through underwriting risk selection and classification,
by adjusting policyholder crediting rates to achieve desired spread performance for our individual life insurance
and annuity products, by monitoring claim and industry health care trend reports for our group insurance
products, and through a focus on conservative product designs. Also, we record substantial intangible asset
balances because we defer commissions and expenses incurred in selling new policies (deferred policy
acquisition costs), and because of acquisitions of in-force blocks of insurance (value of business acquired and
goodwill). The assumptions that we use in accounting for these intangible assets are important to our reported
results. For a more complete explanation of these important concepts, please see the Critical Accounting Policies
and Estimates, Investments and Market Risk Exposures sections of this report. Due to competition from other
financial services providers, it is important that we achieve continuing improvements in internal cost efficiencies
in relation to policies administered and assets under management.

Our Individual Products segment sells life insurance on individuals, through which we underwrite the
economic risks of mortality and provide vehicles for the accumulation of individual savings. We select and
classify mortality risks within a competitive marketplace and a highly regulated industry. Because we earn
revenues for accepting mortality risks, the growth in face amount of insurance in force is a key measure for a
portion of our revenue growth. We further analyze this segment by its two unique product types: UL-type
products and traditional products. UL-type products offered by this segment include universal life (UL) and
variable universal life (VUL) products. UL-type product premiums may vary over the life of the policy at the
discretion of the policyholder, so we do not recognize them as revenues when received, although UL-type
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premiums do increase assets and liabilities. We earn spreads between interest earned and credited to policyhold-
ers from aggregation and investment of policyholder funds. In managing these spreads, we develop and maintain
systems and skills that are necessary to understand and mitigate credit and interest rate risks. We also recognize
revenues on UL-type products from mortality, expense and surrender charges earned (policy charges). Trends in
policyholder fund balances and segment assets are important measures when analyzing the development of
segment earnings.

Traditional products require the policyholder to pay scheduled premiums over the life of the coverage. We
recognize traditional premium receipts as revenues and profits are expected to emerge in relation thereto. Because
of market preferences, we do not currently offer new traditional products except for some term life insurance.

Product development is important to growth in sales. We operate within a competitive marketplace by
offering products that respond to demographic changes, the evolving financial needs of our customers, and
regulatory requirements. We currently sell individual life insurance products designed to provide our customers
vehicles for wealth accumulation, mortality protection, and a balance between those two objectives. Because this
segment issues long-duration contracts, sales results may not materially impact current period profitability, but
longer-term sales trends are an important indicator of future growth in earnings.

Our Annuity and Investment Product (AIP) segment primarily offers our proprietary fixed annuity
products. We also sell mutual funds and other investment products through our broker/dealer. We earn interest
spreads and policy charges on our annuity products, and recognize revenues from concession income earned on
investment product sales by our broker/dealer. The principal source of segment results is investment spreads on
policyholder fund balances. Investment selection and matching of interest rate risk profiles of investments to
those of policyholder fund balances are critical to achieving successful results within this segment. In recent
years, historically low interest rates have reduced the margin between rates we credit to policyholder accounts
and those that are guaranteed under contractual provisions, which limits our ability to reduce crediting rates. We
have responded to that exposure through innovative product designs that reduce spreads required to achieve
desired returns. Because we derive a majority of our earnings from spread management activities, trends in
policyholder fund balances and effective investment spreads earned are both important drivers of segment results.

Product development activities are important to providing appropriate products to a highly competitive
marketplace. We have introduced new products with fixed-interest and equity-index components over the last two
years that have contributed to improving sales trends. With careful hedging of the economic risk of equity-index
components, these products impact our earnings similarly to fixed-interest products. Sales of traditional fixed-
interest, multi-year guarantee products declined in the two most recent years because of competition from other
financial services products within a declining interest rate environment. New fixed annuity premium sales and
surrenders of existing policies are both key indicators of trends in policyholder fund balances.

Our Benefit Partners segment insures individuals for mortality, morbidity and dental costs under master
group insurance contracts with employers. This segment offers various forms of contributory and noncontributory
plans, as well as supplemental contracts. Most of our group contracts are sold to employers with fewer than 500
employees. We select and classify risks within a competitive marketplace based on group characteristics,
applying actuarial science and group underwriting practices. We may adjust premiums charged for insuring group
risks, usually on an annual basis, in relation to evolving group characteristics and subject to policyholder
acceptance.

Insurance products offered by this segment to the employer marketplace include group non-medical
products, principally term life, disability and dental insurance. As these are traditional products, we recognize
premium receipts from this segment as revenues and profits are expected to emerge in proportion to the revenue
recognized. Because group underwriting risks may change over time, management focuses on trends in loss ratios
to compare actual experience with pricing expectations. Also, expense ratios are an important factor in
profitability since group insurance contracts are offered within an environment that competes on the basis of price
and service. Reported sales relate to long-duration contracts sold to new policyholders. The trend in sales is an
important indicator of development of business in force over time.

20




Effective March 1, 2004, we acquired substantially all of the U.S.-based group life, disability and dental
business of The Canada Life Assurance Company, an indirect subsidiary of Great-West Lifeco Inc, via a
reinsurance transaction. As a result of this acquisition, we are positioned with approximately $1 billion of annual
group life, disability and dental premiums. See Note 1 for further discussion of the details of this transaction.

Our Communications segment consists of radio and television broadcasting operations located in selected
markets in the Southeastern and Western United States, and sports program production. We generate revenues for
this segment through advertising, sales of programming rights and other programming compensation.

Management evaluates the performance of our broadcast stations using a number of metrics including
audience levels (ratings), growth in audiences, revenue growth, relative share of market revenues, and operating
efficiencies, with the ultimate goal of achieving growth in broadcast cash flow. We focus our efforts at the local
level, combining sound business practices with service to the community. We monitor each station’s product
through market research and tailor the product to our target audience’s tastes and listening/viewing habits. We
attempt to maximize revenues and increase revenue share by focusing on management of commercial inventory
and pricing. We achieve operating efficiencies by exercising tight expense control at both the local and corporate
levels. FCC licenses, which are required for operations, are subject to periodic renewal. Intangible assets related
to FCC licenses that are recognized in our financial statements are included within other assets in our
consolidated balance sheets.

Our Corporate and Other segment contains the activities of the parent company and passive investment
affiliates, surplus of the life insurance subsidiaries not allocated to other segments, financing expenses on
corporate debt, strategic initiatives intended to benefit the entire company, and federal and state income taxes not
otherwise allocated to business segments. We include all realized gains and losses on investments in the
Corporate and Other segment, and hold all defaulted securities in this segment. Realized investment gains are
gains and losses on sales and write downs of investments, and although these are included in revenues and
income, we exclude them in assessing the performance of our business segments.

The Company’s business segments, operating results, risks and opportunities are discussed in further detail
in the sections that follow.

Segment Revenues

Our segments’ revenues as a percentage of total revenues, excluding realized gains and losses, were as
follows:

Year Ended
2004 2003 2002
Individual Products . ... e 44% 50% 52%
AT 18% 19% 20%
Benefit Partners . ...t t  e 29% 22% 20%
COMMUIMICAIONS . . ..ottt et ettt et et et e e e e e e 6% 6% 6%
Corporate and Other . ..... ... ... .. . . . . e 3% 3% 2%

Critical Accounting Policies and Estimates
General

We have identified the accounting policies below as critical to the understanding of our results of operations
and our financial position. In applying these critical accounting policies in preparing our financial statements,
management must use significant judgments and estimates concerning future results or other developments
including the likelihood, timing or amount of one or more future events. Actual results may differ from these
estimates under different assumptions or conditions. On an on-going basis, we evaluate our estimates,
assumptions and judgments based upon historical experience and various other information that we believe to be
reasonable under the circumstances. For a detailed discussion of other significant accounting policies, see Note 2.

21




DAC, VOBA and Unearned Revenue Reserves

The Individual Products, AIP and Benefit Partners segments defer the costs of acquiring new business. These
costs include first-year commissions and incentive compensation and certain costs of underwriting and issuing
policies plus agency office expenses. These deferred expenses are referred to as deferred policy acquisition costs
(DAC). When we acquire new blocks of business through an acquisition, we allocate a portion of the purchase
price based on relative fair values to a separately identifiable intangible asset, referred to as value of business
acquired (VOBA). We initially establish VOBA as the actuarially determined present value of future gross profits
of each business acquired. Both DAC and VOBA are amortized through expenses, as discussed further below.

We defer significant portions of expense charge revenues on certain UL products as unearned revenue
reserves, included within other policy liabilities in our consolidated balance sheets, and amortize them into
income over time using the same assumptions we use for DAC and VOBA. Unearned revenue reserves on UL
products were $375.4 at December 31, 2004, including $55.7 for VUL products. We report both the deferral and
amortization of unearned revenue reserves as revenues within universal life and investment product charges.

DAC and VOBA on UL-type products were $2,043.7 or 75.2% of the gross balances (before adjustments for
unrealized gains and losses) at December 31, 2004, including $516.5 related to VUL products. We amortize DAC
and VOBA on UL-type products and annuity products relative to the future estimated gross profits (EGP) over the
life of these products. In calculating the future EGP for these products, management must make long-term
assumptions regarding the following components: 1) estimates of fees charged to policyholders to cover
mortality, surrenders and maintenance costs; 2) estimated mortality in excess of fund balances accumulated;
3) expected interest rate spreads between income earned, including default charges paid to the Corporate and
Other segment, and amounts credited to policyholder accounts; and 4) estimated costs of policy administration
(maintenance).

We consider the following assumptions to be most significant to UL-type products: 1) estimated mortality;
2) estimated interest spreads; and 3) estimated future policy lapses. In addition to these three assumptions, VUL
and VA products require an additional critical assumption that affects DAC and VOBA amortization, the rate of
growth of the separate account mutual funds that generate additional policy fees we use in the EGP on VUL and
VA products. We assume a long-term total net return on separate account assets, including dividends and market
value increases, of 8.25% and a five-year reversion period. The reversion period is a period over which a short-
term return assumption is used to maintain the model’s overall long-term rate of return. We cap the reversion rate
of return at 8.25% for one year and 10% for years two through five. This limitation reduces the cumulative
effective long-term rate.

We regularly review the models, and the assumptions we used in them, so that the modeled EGPs reflect
management’s current view of future events. At least annually, we compare these assumptions to emerging
experience on each of our insurance blocks. Short-term deviations in experience, which are reflected as
assumption true-up adjustments, do not necessarily indicate that a change to our long-term assumptions of future
experience is warranted. If we determine that it is appropriate to change our long-term assumptions of future
experience, we recognize unlocking adjustments for the block of business being evaluated. Certain assumptions,
such as interest spreads and lapse rates, may be interrelated. As such, unlocking adjustments often reflect
revisions to multiple assumptions. The balances of DAC, VOBA, unearned revenue reserves and secondary
guarantee benefit reserves (discussed in Note 6) are immediately impacted by any assumption changes with the
change reflected through the income statement. These adjustments can be positive or negative.
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The following table reflects the possible pretax income statement impacts that could occur in a given year if
we change our assumptions as illustrated related to UL-type products in the Individual Products segment:

One-time Effect on DAC,
VOBA, Unearned
Revenue Reserves and
Secondary Guarantee
Benefit Reserves

Favorable Unfavorable

Quantitative Change in Significant Assumptions Change Change
Estimated mortality improving (degrading) 0.5% per year for 10 years from

the current €StiMAate .. ... ... ...ovunoeme et e $38.8 $(40.7)
Estimated interest spread increasing (decreasing) 2.5 basis points per year

for 10 years from the current assumed spread .. ..................... 28.6 (36.0)

Estimated policy lapse rates decreasing (increasing) 25% immediately and
then increasing (decreasing) 2.5% per year for 10 years............... 340 (32.6)

Estimated long-term rate of return from VUL assets increasing
(decreasing) 1.25% using mean reversion techniques ................. 14 (6.6)

Our traditional individual and group insurance products are long-duration contracts. We amortize DAC and
VOBA related to these products in proportion to premium revenue recognized. The DAC and VOBA balances on
these products were $309.0 or 11.4% of the gross balances (before adjustments for unrealized gains and losses) at
December 31, 2004, and are subject to little volatility.

We consider estimated interest spreads and estimated future policy lapses to be the most significant
assumptions related to our annuity products. DAC and VOBA on these products were $363.0 or 13.4% of the
gross balances (before adjustments for unrealized gains and losses) at December 31, 2004, including $13.0
related to VA products.

The following table reflects the possible pretax income statement impacts for our AIP segment that could
oceur in a given year if we change our assumptions as illustrated related to annuity products:

One-time Effect on DAC
and VOBA Amortization

Favorable Unfavorable

Quantitative Change in Significant Assumptions Change Change
Estimated interest spread increasing (decreasing) 2.5 basis points per year

for 10 years from the current assumed spread ....................... $9.9 $(10.6)
Estimated policy lapse rates decreasing (increasing) 50% immediately and

then increasing (decreasing) 5.0% per year for 10 years............... 26.9 (26.3)

See Results of Operations for discussion of unlocking adjustments we recorded for the three years ended
2004.

We also adjust the carrying value of DAC and VOBA to reflect changes in the unrealized gains and losses in
available-for-sale securities backing UL-type and annuity products, since this impacts the timing of and possible
realization of EGP’s. Note 6 contains rollforwards of DAC and VOBA including the amounts capitalized,
amounts amortized and the effect of the unrealized gains.

Investments

We regularly monitor our investment portfolio to ensure that investments that may be other-than-temporarily
impaired are identified in a timely fashion and properly valued, and that any impairments are charged against
earnings in the proper period. Our methodology to identify potential other-than-temporary impairments requires
professional judgment and is further described in the Investments section and in Note 4. For further information
on the other-than-temporary impairments we recognized, refer to the discussion of our realized losses within the
Investments section.
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Valuing our investment portfolio involves a variety of assumptions and estimates, particularly for invest-
ments that are not actively traded. We rely on external pricing sources for highly liquid publicly traded securities
and use an internal pricing matrix for privately placed securities. This matrix relies on our judgment concerning:
1) the discount rate we use in calculating expected future cash flows; 2) credit quality; 3) industry sector
performance; and 4) expected maturity. Under certain circumstances, we make adjustments as we apply
professional judgment based upon specific detailed information concerning the issuer. Investments valued using
independent third party sources comprised 83% of our investment portfolio at December 31, 2004 with the
remainder being valued based upon internal analysis using the assumptions described above.

Mortgage loans on commercial real estate represented 13.3% of investments at December 31, 2004 and are
stated at unpaid balances, net of estimated unrecoverable amounts. In addition to a general estimated allowance,
we provide an allowance for unrecoverable amounts when a mortgage loan becomes impaired. We consider a
mortgage loan to be impaired when it becomes probable, based upon management’s judgment, that the Company
will be unable to collect the total amounts due, including principal and interest, according to contractual terms.
We measure the impairment based upon the present value of expected cash flows discounted at the effective
interest rate on both a loan-by-loan basis and by measuring aggregated loans with similar risk characteristics. We
base the general estimated allowance on historical experience, industry experience and other qualitative factors.

As the discussion above indicates, many judgments are involved in timely identifying and valuing
investments, including other-than-temporary impairments on securities. Inherently, there are risks and uncertain-
ties involved in making these judgments. See the discussion of Investments and Note 4 for further details. Critical
assumptions and changes in circumstances such as a weak economy, an economic downturn or unforeseen events
which affect one or more companies, industry sectors or countries could result in additional write downs in future
periods for impairments, including those that are deemed to be other-than-temporary.

Policy Liabilities

The liability for ““Future policy benefits” pertains to our traditional individual and group insurance products
and represents 9.9% of total liabilities at December 31, 2004. Changes in this liability are reflected in the
“Insurance and annuity benefits” caption in our consolidated statements of income. Assumptions we use in
determining future policy benefits include: future investment yields, mortality, morbidity and persistency. We
base estimates about future circumstances principally on historical experience and provide for possible adverse
deviation. Though not anticipated, significant changes in experience or assumptions may require us to provide for
expected future losses on a product by establishing premium deficiency reserves. See Note 7 for further
discussion of the assumptions we use in estimating these liabilities.

The accounting for secondary guarantee benefit reserves (related to no-lapse guarantees) impacts, and is
impacted by, certain elements of estimated future gross profits used to calculate amortization of DAC, VOBA and
unearned revenue reserves. If experience or an assumption changes, we unlock secondary guarantee benefit
reserves to reflect the changes in a manner similar to DAC, VOBA and unearned revenue reserves. Secondary
guarantee benefit reserves are reported within *“Other policy liabilities” in our consolidated balance sheets.

Pension Plans

The measurement of our pension obligations, costs and liabilities depends on a variety of assumptions.
These assumptions include estimates of the present value of projected future pension payments to all plan
participants, taking into consideration the likelihood of potential future events such as compensation increases
and return on plan assets. These assumptions may affect the amount and timing of future contributions. Our key
assumptions include: discount rate, long-term rate of return on plan assets and expected compensation rate
increase. See Note 13 for further details regarding our pension plans.

At December 31, 2004 and 2003, the fair values of the assets related to the defined benefit pension plans
were $397 and $369. The increase in assets reflects the improvement in the equity markets in which the majority
of these assets are invested. The projected benefit obligations at December 31, 2004 and 2003 were $405 and
$361 with the majority of the growth due to the impact of using a lower discount rate in the liability calculations
for 2004 due to the declining interest rate environment. We have lowered the discount rate again for 2005. Net
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periodic benefit cost, which includes service cost, interest cost, return on plan assets and net amortization and
deferrals of actuarial and investment gains and losses, was $7, $1 and $(3) for 2004, 2003 and 2002. Amortization
of actuarial losses primarily related to previous declines in market-related values of plan assets resulted in the
increase in net periodic benefit cost in 2004,

Goodwill

Goodwill was $312 at December 31, 2004 and 2003 representing 7.9% and 8.2% of stockholders’ equity at
these dates. Through December 31, 2001, we amortized goodwill on a straight-line basis over periods of 25 to
40 years. Effective January 1, 2002, we adopted Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets”, which primarily addresses the accounting for goodwill and intangible
assets subsequent to their acquisition, and ceased amortization of goodwill. We regularly review the carrying
amounts of goodwill for indications of value impairment, considering financial performance and other relevant
factors such as a significant adverse change in the business or legal climate, an adverse action or assessment by a
regulator, or unanticipated competition. If considered impaired, the carrying amounts would be written down to a
value determined by using a combination of fair value and discounted cash flows. Absent an indication of
impairment, we test goodwill for impairment annually in the month of June. We concluded that there had been no
impairments in 2004 or 2003. Also, we have identified no adverse trends or uncertainties that would suggest that
an impairment is imminent.

Litigation

Establishing accruals for specific litigation inherently involves a variety of estimates of future potential
outcomes. Accordingly, management, based on the advice of internal counsel, reviews significant litigation
matters and makes judgments about whether it is probable we have incurred a loss. Once we determine that a loss
is probable, we use professional judgment in determining whether we can reasonably estimate the loss. In
general, we accrue the estimated costs of defense until we can reasonably estimate the loss or any potential range
of possible loss. At that time, we accrue these additional costs. Based on consultation with our legal advisors, we
believe that resolution of pending legal proceedings will not have a material adverse effect on our financial
position or liquidity but could have a material adverse effect on the results of operations for a specific period. See
further discussion in Note 18.
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Results of Operations

Favorable/(Unfavorable)
2004 vs. 2003 vs.

2004 2003 2002 2003 2002

Consolidated Summary of Income
Income before cumulative effect of change in

accounting principle .................. $562.7 $491.6 $450.2 14.5% 9.2%
Cumulative effect of change in accounting

principle . . ....... ... . L (16.6) — — (100.0) —
Netincome. ...........ccooeiuuiuuunnnn. $546.1 $491.6 $450.2 11.1% 9.2%
Consolidated Earnings Per Share
Basic:
Income before cumulative effect of change in

accounting principle .................. $ 4.08 $ 3.47 $ 3.07 17.6%  13.0%
Cumulative effect of change in accounting

principle . ......... ... .. i (0.12) — — (100.0) —
Netincome........oovreeeiiinnnnnnns $ 3.96 $ 3.47 $ 3.07 141%  13.0%
Fully-diluted:
Income before cumulative effect of change in

accounting principle .................. $ 4.04 $ 3.44 $ 3.04 17.4% 13.2%
Cumulative effect of change in accounting

principle . .......... ... .. . Lo (0.12) — — (100.0) —
Netincome..........ooveeinnnnnnnn. $ 3.92 $ 3.44 $ 3.04 14.0%  13.2%

2004 2003 2002

Average number of shares outstanding ............... 137,999,364 141,795,065 146,846,698
Average number of shares outstanding — assuming

dilution ............ 139,213,034 142,867,215 148,222,342

The increase in net income for 2004 reflected higher realized gains and earnings growth in the Benefit
Partners and Communications segments. The Individual Products and AIP segments declined over the same
period. Earnings from business added via the Canada Life transaction favorably impacted the results of Benefit
Partners in 2004. Communications achieved market share advances and benefited from increased political
advertising revenues in 2004 resulting in earnings growth. Individual Products and AIP segments were adversely
impacted by spread compression due to lower portfolio yields, partially resulting from lower prepayments of
investments. In 2003, we experienced growth in all segments, including interest spread improvement in our
Individual and our AIP lines (favorably impacted by prepayments), and effective expense management across the
organization. These advances were partially offset by higher net investment losses. Realized investment gains, net
of taxes, were $26.5 in 2004 versus realized investment losses, net of taxes, of ($30.9) in 2003 and ($14.9) in
2002. The net investment losses in 2003 and 2002 were primarily the result of other-than-temporary bond
impairments, partially offset in 2002 by realized gains from sales of equity securities. Other-than-temporary
impairments were $60 in 2004. An increase in the accrual for pending litigation in our Corporate and Other
segment in 2002 affected the comparison to 2003.

Effective January 1, 2004, the Company adopted a new accounting standard related to secondary guarantees
and other benefit features. The implementation of this new standard created both a cumulative effect upon

adoption as well as a reduction to ongoing net income, as discussed later and in Note 2.

Earnings per share amounts were more favorable than the absolute earnings amounts due to repurchases of
5,368,200 shares in 2004, 3,578,600 shares in 2003, and 7,881,300 shares in 2002.
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Results by Business Segment

Throughout this Form 10-K, “reportable segment results” is defined as net income before realized
investment gains and losses (and cumulative effect of change in accounting principle, if applicable). Reportable
segment results is a non-GAAP measure. We believe reportable segment results provides relevant and useful
information to investors, as it represents the basis on which we assess the performance of our business segments.
We deem reportable segment results to be a meaningful measure for this purpose because, except for losses from
other-than-temporary impairments, realized investment gains and losses occur primarily at our sole discretion.
Note that reportable segment results as described above may not be comparable to similarly titled measures
reported by other companies.

We assess profitability by business segment and measure other operating statistics as detailed in the separate
segment discussions that follow. We determine reportable segments in a manner consistent with the way we make
operating decisions and assess performance. Sales are one of the statistics we use to track performance. Qur sales,
which are primarily of long-duration contracts in the Individual Products and AIP segments, have little immediate
impact on revenues for these two segments as described in the segment discussions below.

The following table illustrates our results before and after realized investment gains and losses, and
reconciles reportable segment results to net income, the most directly comparable GAAP financial measure:

Results by Reportable Segment

Favorable/
(Unfavorable)
2004 vs. 2003 vs.
2004 2003 2002 2003 2002
Individual Products ............ ... . ... . ... ....... $302.0 $309.4 $293.1 2.4)% 5.6%
AP 76.4 85.0 80.3 (10.1) 5.9
Benefit Partners ... ........... . .. 70.7 50.6 47.5 39.7 6.5
CommUNICAtIONS ...\ttt ittt e 54.4 45.4 39.8 19.8 14.1
Corporate and Other ......... ... .. ... ... .. ........ 32.7 32.1 4.4 1.9 629.5
Total reportable segment results ... ....... PP 536.2 522.5 465.1 2.6 12.3
Realized investment gains (losses), net of taxes .......... 26.5 (30.9) (14.9) 1858 (107.4)
Net income before cumulative effect of change in
accounting principle ......... ... ... o oL 562.7 491.6 450.2 14.5 9.2
Cumulative effect of change in accounting principle ...... (16.6) — —  (100.0) —
NetIncome ........ ... oo, $546.1 $491.6  $450.2 11.1% 9.2%

Segment Assets

We assign invested assets backing insurance liabilities to our segments in relation to policyholder funds and
reserves. We assign net DAC and VOBA, reinsurance receivables and communications assets to the respective
segments where those assets originate. We also assign invested assets to back capital allocated to each segment in
relation to our philosophy for managing business risks, reflecting appropriate conservatism. We assign the
remainder of invested and other assets, including all defaulted securities, to the Corporate and Other segment.
Segment assets as of December 31 were as follows:

2004 2003
Individual Products . .. ...t $18,776  $17,717
AL e 10,504 9,941
Benefit Partners . ... oo e e 1,839 1,079
COmMMUILCAIONS . o o ottt e et e et e e et e i e 223 210
Corporate and Other .. ... ... e 3,763 3,749
TOtAl ASSELS & . o vttt e e e $35,105  $32,696




Individual Products

The Individual Products segment markets individual life insurance policies primarily through independent
general agents, independent national account marketing firms, and agency building general agents. We also sell
products through home service agents, broker/dealers, banks and other strategic alliances.

Reportable segment results”’ for Individual Products were as follows:

Favorable/
(Unfavorable)
2004 vs. 2003 vs.
2004 2003 2002 2003 2002
UL-Type Products:
Net investment inCOMeE . .........oovieeurnnenn... $7466 $7492 $744.1 (0.3)% 0.7%
Interest credited to policyholders . ............... . (507.1) (515.4) (534.6) 1.6 3.6
Interest margin . . ...t 239.5 233.8 209.5 24 11.6
Product charge revenue:
Cost of insurance charges ...................... 539.1 511.9 478.9 53 6.9
Expense charges.............. ... ... ..l 148.8 141.6 1154 5.1 227
Surrender charges ........... .. ... .. oL 40.7 349 38.0 16.6 (8.2)
Total product charge revenue ................... 728.6 688.4 632.3 5.8 8.9
Death benefits and other insurance benefits.......... (312.8) (2724) (2459) (14.8) (10.8)
Expenses excluding amortization of DAC and VOBA (97.0) 96.4) (101.7) (0.6) 5.2
Amortization of DAC and VOBA ................. (190.3) (179.0) (1544) (6.3) (15.9)
Miscellaneous income (exXpense) . ................. (0.8) 2.1 0.1 61.9 —
UL-type product income before taxes .............. 367.2 3723 339.9 (1.4) 9.5
Traditional Products:
Premiums and other considerations ................ 152.3 173.0 1804 (12.0) 4.1
Net investment inCome .. .........covuuvrenenan.. 153.7 165.2 179.5 (7.0) (8.0)
Benefits ......... .. . (172.8)  (197.8)  (208.2) 12.6 5.0
Expenses excluding amortization of DAC and VOBA (25.3) (24.1) (27.6) (5.0 12.7
Amortization of DAC and VOBA ................. (16.7) (16.3) (13.1) 2.5 (24.4)
Traditional product income before taxes ............ 91.2 100.0 111.0 (8.8) 9.9
Reportable segment results before income taxes (1) .. . 458.4 472.3 450.9 2.9) 4.7
Income taxes .......... .. ... i, (156.4) (162.9) (157.8) 4.0 (3.2)
Reportable segment results(1)..................... $3020 $3094 $293.1 2.4)% 5.6%

(1) Reportable segment results is a non-GAAP measure. See Note 15 for further discussion.
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The following table summarizes key data for Individual Products that we believe are our important drivers
and indicators of future profitability:
Favorable/
(Unfavorable)

2004 vs, 2003 vs.
2004 2003 2002 2003 2002

Annualized life insurance premium sales:
Individual Markets excluding Community Banks and

BOLI ... e $ 211§ 216 $ 202 (2.3)% 6.9%
Community Banks and BOLL................... $ 9 3 9 3 58 — (84.5)%
Average UL policyholder fund balances .......... $ 11,131 $ 10,585 $ 9,875 5.2% 7.2%
Average VUL separate account assets ............ 1,535 1,233 1,211 245 1.8

$ 12666 § 11,818 $ 11,086 7.2% 6.6%

Average face amount of insurance in force:

Total .. ... $165,762  $164,963  $161,841 0.5% 1.9%
UL-type policies .............. J $126,876  $123,848  $120,229 2.4% 3.0%
Average assets .................. e $ 18292 §$ 17,128 § 16,352 6.8% 4.7%

Sales from our Individual Markets excluding Community Banks and bank-owned life insurance
(BOLI) decreased slightly in 2004 from 2003. In 2003, sales increased over 2002 due to continued success of new
product introductions during 2002. In recent years, increased competition among providers of UL-type insurance
contracts has resulted in a shortening of the product life cycle. A focus on product development efforts has
resulted in a greater distribution of product offerings for our customers. Sales to Community Banks and BOLI
business were unchanged in 2004 after declining in 2003. Community Bank and BOLI business will vary widely
between periods as we respond to sales opportunities for these single premium products only when the market
accommodates our required returns.

Approximately 56%, 58% and 30% of life insurance sales were attributable to products with secondary
guarantee benefits for 2004, 2003 and 2002. These products were priced considering interest, mortality,
withdrawal and termination (lapse) assumptions that are specific to the nature, marketing focus and funding
pattern for each product. The lapse assumptions that we use for pricing are based on muiti-scenario modeling
techniques and are lower than the assumptions we use for non-guaranteed products, particularly when the
secondary guarantee option is “in the money”. Since guaranteed UL policies are relatively new to the
marketplace, credible experience has yet to emerge regarding policy and premium persistency; however, our
assumptions represent our best estimate of future experience. See Capital Position for discussion of statutory-
basis reserving methodologies for these types of products.

Interest margin on UL-type products increased 2.4% in 2004. Lower investment yields were mitigated by
growth in policyholder fund balances and our management of interest spreads. As discussed further below, the
lower investment yield in 2004 was primarily due to the general interest rate environment and lower prepayments
from mortgage-backed securities and commercial mortgage loans. We actively manage interest spreads on our
fixed UL-type products in response to changes in investment yields by adjusting the rates credited to policyholder
fund balances while considering our competitive strategies as well. The average investment spread on fixed UL
products declined 10 basis points to 1.93% in 2004 after having increased 14 basis points in 2003 to 2.03%.
During 2003 and 2002, prepayments of mortgage-backed securities significantly increased as a result of
continued declines in long-term mortgage rates, but then declined rapidly in 2004 as mortgage rates stabilized.
This decline was partially offset by an increase in commercial mortgage loan prepayments in 2004. Our
mortgage-backed securities portfolio is primarily a discount portfolio. We estimate that prepayments on
mortgage-backed securities in excess of expected levels and prepayments of commercial mortgage loans
increased effective investment yields by 12, 20 and 15 basis points in 2004, 2003 and 2002. The decrease in
excess accretion of discount on mortgage-backed securities contributed to the decline in effective investment
spreads on fixed UL products in 2004. Our ability to manage interest-crediting rates on fixed UL-type products is
limited by minimum guaranteed rates provided in policyholder contracts. Therefore, continued low general
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market interest rates likely will impact future profitability, as the investment of cash flows at current interest rates
reduces our average portfolio yield. At the end of 2004 and 2003, our crediting rates were approximately 31 and
49 basis points on average in excess of our minimum guaranteed rates, including 55% and 43% of our UL
policyholder fund balances that were already at their minimum guaranteed rates.

The increase in product charge revenue was due to growth and aging of our insurance blocks, dynamic
adjustments to unearned expense charges, as noted below, and higher surrender rates. A reinsurance recapture in
2003 increased cost of insurance charges (COIs) by $8.4. Excluding this impact, COIs grew 7.1% over 2003, with
an increase in the average age of our insureds contributing to growth (this contributes to increased death benefits
as well). Products issued in recent years are designed to generate a higher proportion of their revenues from
expense charges. We defer expense charges received in excess of ultimate annual expense charges and amortize
them into income relative to future estimated gross profits. The effect of reflecting updated longer-term
assumptions in estimated gross profits on our insurance blocks decreased the amortization of unearned expense
charges by $1.1 in 2004 and increased amortization by $2.3 in 2003. The adoption of a new accounting standard,
related to secondary guarantees and other benefits, in 2004 impacted estimated gross profits and reduced the
amortization of unearned expense charges by $4.0. Excluding the impacts from the new accounting standard and
the dynamic adjustment to amortization, expense charges increased 10.5% over 2003 due to changes in product
mix, as certain of our newer products with level expense loads represented a higher proportion of 2004 sales.
Surrender activity also increased during 2004 from higher lapses in our BOLI block of business, resulting in
higher surrender charge income.

UL-type death benefits and other insurance benefits included $15.8 for 2004 related to the impact of a new
accounting standard (see Note 2) related to secondary guarantees and other benefit features. The accounting for
these benefit features incorporates estimated future gross profits used to calculate amortization of DAC, VOBA
and unearned expense charges. A change in estimated future gross profits will impact other insurance benefits and
the amortization of DAC, VOBA and unearned expense charges. The effect of updating longer-term assumptions
in estimated gross profits for our insurance blocks decreased other insurance benefits by $4.7 in 2004. See the
Critical Accounting Policies and Estimates section and Note 6 for further discussion. UL-type death benefits in
2003 included $7.6 for the reinsurance recapture mentioned above. Absent the impact of the new accounting
standard discussed above and reinsurance recapture items, UL-type death benefits and other insurance benefits
increased 12.2% over 2003. UL-type death benefits, net of reinsurance, per thousand dollars of average net face
amount at risk (average face amount of insurance in force net of reinsurance and reduced by average policyholder
fund balances) were $3.52 in 2004 compared to $3.31 in 2003 and $3.20 in 2002. Aging of our blocks will
continue to contribute to increasing levels of UL-type death benefits. While over the long term death benefits
should emerge within actuarial expectations, the level of death benefits will fluctuate from year to year.

Traditional premiums and other considerations declined in 2004, 2003 and 2002 reflecting customer
preferences for UL-type products. Net investment income from our traditional blocks declined in 2004, due to a
decline in investment yields, partly due to lower prepayments of mortgage-backed securities, and the decreasing
size of the block.

Policy benefits on traditional business include death benefits, dividends, surrenders and changes in reserves,
with the most significant being death benefits. Policy benefits as a percentage of premiums and other
considerations were 113.5% in 2004, 114.3% in 2003 and 115.4% in 2002.
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Total Individual expenses (including the net deferral and amortization of DAC and VOBA) are as follows:

Favorable/
(Unfavorable)
2004 vs. 2003 vs.
2004 2003 2002 2003 2002
COmMMISSIONS . ..ottt it $276.7 $2955 $2705 6.4% 9.2)%
General and administrative — acquisition related ....... 79.0 80.9 81.5 23 0.7
General and administrative — maintenance related . ... .. 438 423 452 3.5 6.4
Taxes, licenses and fees ........................... 44.3 50.3 554 11.9 9.2
Total commissions and expenses incurred ............. 443.8 469.0 452.6 5.4 (3.6)
Less commissions and expenses capitalized ........... (321.5)  (348.5) (323.2) 7.7 7.8
Expenses excluding amortization of DAC and VOBA ... 122.3 120.5 129.4 (1.5) 6.9
Amortization of DAC and VOBA ................... 207.0 195.3 167.5 ©.0) (16.6)
Total EXPENSE . . . v oo oo e $329.3 $3158 $296.9 43)% (6.4)%

Expenses, excluding amortization of DAC and VOBA, were higher in 2004 due to lower capitalization of
commissions and expenses. Taxes, licenses and fees decreased from a reduction in our effective tax rate and state
income tax accrual releases following the filing of the tax returns. The expense amounts we capitalize as DAC
include first-year commissions and deferrable acquisition expenses. A decrease in acquisition expenses from
lower sales and increased efficiencies reflected in our marketing and distribution costs, combined with an increase
in product development costs and other maintenance expenses (both of which cannot be deferred), resulted in a
decline in the proportion of our expenses that are deferrable. The decline in expenses excluding amortization of
DAC and VOBA in 2003 was due to a reduction in the effective rate of premium taxes, and effective expense
controls in our maintenance functions. Growth in our insurance blocks for UL-type products was the primary
contributor to the increases in the amortization of DAC and VOBA in the three years presented. Unlocking of
assumptions for interest spreads, mortality and lapsation on our blocks of business resulted in reductions in DAC
and VOBA amortization on UL-type products of $26.4, $17.8 and $0.6 in 2004, 2003 and 2002. The unlocking in
2002 also included an assumption revision on VUL products related to limitation of mean reversion techniques.
Additionally, the establishment of secondary guarantee benefit reserves changed the pattern of expected gross
profits for the related products, resulting in a $7.8 decrease in DAC amortization in 2004. See further discussion
of DAC and VOBA under the Critical Accounting Policies and Estimates section.

The growth in average Individual Products assets in 2004 and 2003 was primarily due to growth in UL
policyholder fund balances and market values of separate account assets, partially offset by a decline in assets
supporting our traditional block of business. In 2002, market values of separate account assets of variable
products declined.

At December 31, 2004, UL-type products sold to community banks accounted for $2.0 billion in UL
policyholder fund balances and have averaged 5% to 8% of earnings for the Individual Products segment in recent .
years. At December 31, 2004, DAC and VOBA balances, net of unearned revenue reserves, related to these
blocks amounted to approximately $100. These policies, which are generally not subject to surrender charges, are
owned by several thousand policyholders. These policies were primarily originated through, and continue to be
serviced by, two marketing organizations. The surrender rate for this product may increase beyond current
experience due to the absence of surrender charges and rising interest rates that may result in returns available to
policyholders on competitors’ products being more attractive than on our policies in force. The following factors
may influence policyholders to continue these coverages: 1) our ability to adjust crediting rates; 2) relatively high
minimum rate guarantees; 3) the difficulty of re-underwriting existing and additional covered lives; and
4) unfavorable tax attributes of certain surrenders. Qur assumptions for amortizing DAC, VOBA and unearned
revenue for these policies reflect a higher long-term expected lapse rate than other UL blocks of business due to
the factors noted above. Lapse experience for this block in a particular period could vary significantly from our
long-term lapse assumptions.
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In addition to the risk factor described in the above paragraph, our financial and operating risks for this
segment include failure to achieve pricing assumptions for interest margins, mortality, withdrawals and expenses;
variances between actual and underlying assumptions of estimated gross profits, increased lapses when interest
rates rise, particularly in fixed interest UL-type products subject to low or no surrender charges; changes in
taxation or other regulatory changes related to our products and competing offerings; changes in generally
accepted or statutory accounting principles (such as the AXXX actuarial guideline discussed in Capital
Resources); and the effects of unresolved litigation. We discuss these risks in more detail in the Critical
Accounting Policies and Estimates, Capital Resources, Liquidity, and Market Risk Exposures sections.

Annuity and Investment Products

Annuity and Investment Products (AIP) are marketed through most of the distribution channels discussed in
Individual Products above as well as through financial institutions, investment professionals and annuity
marketing organizations. JPSC markets primarily variable life insurance written by our insurance subsidiaries and
other carriers, and also sells other securities dand mutual funds.

(1)

Reportable segment results'” for AIP were as follows:

Favorable/
(Unfavorable)

2004 vs. 2003 vs.
2004 2003 2002 2003 2002

Investment product charges and premiums .................. $122 $ 88 $ 122 38.6% (27.9)%
Net investment iNCOME ... .......uririrninr e, 5929 586.6 576.8 1.1 1.7
Broker-dealer concessions and other . ................... ... 112.6 98.3 97.3 14.5 1.0
Total revenues ... .o e 717.7 69377 686.3 3.5 1.1
Policy benefits (including interest credited) ......... e 426.1 416.6 4247 2.3) 1.9
INSUrance eXpenses ... .........eiiii it 68.0 55.8 46.8 (21.9) (19.2)
Broker-dealer expenses . ......... ... . i 107.2 90.7 91.3 (18.2) 0.7
Total benefits and expenses. . ...........c.ouiinnennenn.... 601.3 563.1 562.8 (6.8) 0.1
Reportable segment results before income taxes(1)............ 1164 1306 1235 (10.9) 5.7
INCOME taXES .. .ot vttt e e et e e 40.0 45.6 432 12.3 (5.6)
Reportable segment results(1) . .........c..oviiiiiiiiia... $ 764 $ 850 $803 (10.)% 59%

(1) Reportable segment results is a non-GAAP measure. See Note 15 for further discussion.
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The following table summarizes key information for AIP that we believe to be important drivers and
indicators of our future profitability:

Favorable/
{Unfavorable)
2004 vs. 2003 vs.
2004 2003 2002 2003 2002
Fixed annuity premium sales .......................... $ 1217 $ 756 $ 994 61.0% (23.9%
Variable annuity premium sales ........................ 1 2 10 (50.0) (80.0)
$ 1218 $ 758 $1,004 60.7% (24.5)%
Investment product sales ............. ... .. ... ... $ 4780 $3,258 $2,904 46.7% 12.2%
Average fixed policyholder fund balances ................ $ 9,169 $8,400 $7,810 92%  7.6%
Average separate account policyholder fund balances. . . . ... 332 340 481 24) (29.3)
$ 9501 $8,740  $8,291 87%  5.4%
AVETAZE ASSELS . ..\ttt $10,360  $9,537  $9,064 86% 52%
Effective investment spreads for fixed annuities, including :
SFAS 133 adjustment .. .........cc.iiiiiiiiiereen. 1.76% 190% 1.82%
Fixed annuity surrenders as a percentage of beginning fund
balances ... 12.3% 8.4% 9.5%

Fixed annuity premium sales increased in 2004 versus 2003 as a result of increased acceptance in the
marketplace of equity-indexed annuities (EIAs), which represented over three-fourths of our AIP sales in 2004.
Our fixed annuity premium sales were lower in 2003 reflecting competition in the fixed annuity market and our
unwillingness to match our competitors’ crediting rates, which would have reduced our returns below acceptable
levels, especially in the bank channel. We continue to develop differentiated annuity products designed to create
new distribution opportunities and strengthen existing marketing relationships.

Profitability of EIAs is influenced by the management of derivatives to hedge the index performance of the
policies. These contracts permit the holder to elect an interest rate return or an equity market component, where
interest credited to the contracts is linked to the performance of the S&P 500 index. Policyholders may elect to
rebalance index options at renewal dates, either annually or biannually. At each renewal date, we have the
opportunity to re-price the equity-indexed component by establishing participation rates, subject to minimum
guarantees. We purchase options that are highly correlated to the portfolio allocation decisions of our
policyholders, such that we are economically hedged with respect to equity returns for the current reset period.
The mark-to-market of the options we hold impacts investment income and interest credited in approximately
equal and offsetting amounts. This adjustment increased net investment income and interest credited by $20.0,
$7.0 and $0.0 in 2004, 2003 and 2002 with no net impact on reportable segment results. However, Statement of
Financial Accounting Standard 133, “Accounting for Derivative Instruments and Hedging Activities”, requires
that we calculate the fair values of index options we will purchase in the future to hedge policyholder index
allocations applicable to future reset periods. These fair values represent an estimate of the cost of the options we
will purchase in the future, discounted back to the date of the balance sheet, using current market indicators of
volatility and interest rates. Changes in the fair values of these liabilities result in volatility that is reported in
interest credited. Interest credited was decreased by $2.9 in 2004 and $1.2 in 2003 and increased $0.9 in 2002 for
these changes. The notional amounts of policyholder fund balances allocated to the index options were $998 at
December 31, 2004 and $304 at December 31, 2003.

Net investment income increased at a lower rate than the growth in average policyholder fund balances, due
to a decline in investment yields offset somewhat by the options market value adjustment described above. Lower
investment yields resulted from a decline in our base earned rate, due to the general interest rate environment, as
well as a reduction in excess prepayments of mortgage-backed securities and prepayments of commercial
mortgage loans. The effect of these prepayments in the AIP segment increased effective yields by 13, 24 and 4
basis points in 2004, 2003 and 2002.
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We actively manage spreads on fixed annuity products in response to changes in our investment portfolio
yields by adjusting the interest rates we credit on annuity policyholder fund balances while considering our
competitive strategies. Our newer product designs in AIP require lower spreads to achieve targeted returns and
require lower levels of capital to support new sales. These factors, combined with the current interest rate
environment, will likely result in earnings that lag behind growth in average fund balances for a period of time.
Effective investment spreads on fixed annuities decreased in 2004 after having increased in 2003, primarily due to
the lower impact of excess prepayments discussed above.

Our ability to manage interest crediting rates on fixed annuity products is limited by continued low general
market interest rates, as the investment of cash flows at current interest rates reduces our average portfolio yield,
and crediting rate actions are limited by minimum guaranteed rates provided in policyholder contracts. We have
approximately $4.4 billion of fixed annuity policyholder fund balances with crediting rates that are reset on an
annual basis, for which our crediting rates on average were approximately 10 basis points in excess of minimum
guaranteed rates at December 31, 2004. Approximately $3.1 billion of fixed annuity policyholder fund balances
have multi-year guaranteed rates (MYG), approximately $800 of which will reset in 2005 with an additional
$2.3 billion resetting in 2006 and thereafter. As multi-year guarantees expire, policyholders will have the
opportunity to renew their annuities at rates in effect at that time. Our ability to retain these annuities will be
subject to then-current competitive conditions. The current average spread to the minimum underlying guarantee
on these products is approximately 253 basis points. In 2004, $352 of fixed annuity policyholder fund balances
reset, of which approximately $225 lapsed where the holder did not select another product that we offer. These
lapses reduced policyholder fund balances and increased DAC amortization, but also increased investment
spreads for the business retained. Surrenders are affected by factors such as varying crediting rates on multi-year
guarantees compared to current crediting rates at reset dates and the absence of surrender charges at reset dates.

Fixed annuity surrenders as a percentage of beginning fund balances increased in 2004 reflecting, in part, the
surrender of annuities with expiring multi-year crediting rate guarantees. The increase in fixed annuity surrenders,
other than resetting MYG annuities, favorably impacted surrender charge revenues. The surrender rate in the AIP
segment is influenced by many other factors such as: 1) the portion of the business that has low or no remaining
surrender charges; 2) competition from annuity products including those which pay up-front interest rate bonuses
or higher market rates; and 3) rising interest rates that may make returns available on new annuities or investment
products more attractive than our older annuities. In addition to surrender charge protection against early
surrender, we have added a market value adjustment (MVA) to many of our new annuity products. The MVA
provides some degree of protection from disintermediation in a rising interest rate environment. Fixed annuity
fund balances subject to surrender charges of at least 5% or an MVA decreased to 47% at year-end 2004 from
48% at year-end 2003, as strong sales of EIAs offset most of the decline in the existing inforce that is subject to
surrender charges.

Beginning with the first quarter of 2004 (see Note 6), net deferral and amortization of bonus interest is
presented in policy benefits as a result of the adoption of a new accounting standard discussed above. Previously,
it had been included as a component of DAC and was included in insurance expenses. Excluding the $10.7 net
deferral for 2004, policy benefits increased 4.8% as growth in average fund balances and the market value
adjustment of options were partially offset by crediting rate reductions. Policy benefits decreased in 2003 despite
growth in average policyholder fund balances, reflecting crediting rate reductions.
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Total AIP expenses (including the net deferral and amortization of DAC and VOBA) were as follows:

Favorable/
2004 vs. 2003 vs,
2004 2003 2002 2003 2002
Insurance companies:
Commissions .. .........coveiniiin.. e $ 762 $367 $530 (107.6)% 30.8%
General and administrative — acquisition related ........... 14.8 12.6 154 (175) 182
General and administrative — maintenance related . .. ..... .. 6.5 5.6 6.2 (16.1) 9.7
Taxes, licenses and fees .......... ... ... ... .. .. ...... 2.8 1.9 1.8 (474) (5.6)
Total commissions and expenses incurred ................. 100.3 56.8 764 (76.6) 257
Less commissions and expenses capitalized ............... (85.4) 47.2) 67.1) 809 (29.7)
Amortization of DAC and VOBA ....................... 53.1 46.2 37.5 (14.9) (23.2)
Net expense-insurance COMPanies ..................... 68.0 55.8 46.8 (21.9) (19.2)
Broker/Dealer:
COMMUISSIONS . o o vttt et ettt e e e e et eae s 95.4 80.5 80.6  (18.5) 0.1
Other . e 11.8 10.2 10.7  (15.7) 4.7
Net expense — broker/dealer ................. ... ... ... 107.2 90.7 913 (18.2) 0.7
NELEXPEMSE & . vt vt ettt e e et e e $1752  $146.5 $138.1 (19.6)% (6.1)%

Commissions, acquisition-related general and administrative expenses and DAC capitalization all increased
with the strong sales increase over 2003. DAC amortization increased partly due to true-ups of $3.2, reflecting
actual lapse experience of MYG annuities and the impact of the favorable change in the fair value of EIA option
liabilities. Insurance companies’ net expenses also increased in 2004 as a result of the reclassification of the net
deferral of bonus interest to policy benefits as discussed above. Broker/dealer revenues and expenses increased
commensurately due to the improved condition of equity markets and higher sales volumes. In 2003, amortization
of DAC and VOBA increased primarily due to growth in the business and a decrease in amortization in 2002 of
$13.0 due to lower lapse rates on fixed annuity products, partially offset by an $8.8 increase in amortization on
variable annuity products using the mean reversion techniques discussed in the Critical Accounting Policies and
Estimates section.

Risks in the annuity business are spread compression; increased lapses from maturity of MYG annuities;
increased lapses when interest rates rise, particularly in the portion of business subject to low or no surrender
charges or MVA; execution risk on EIA hedges; changes in taxation of our products or products they might
compete with; and competition from variable annuities or other financial services in an evolving market for
investment products. We discuss these risks in more detail in the Critical Accounting Policies and Estimates,
Capital Resources, Liquidity, and Market Risk Exposures sections of this filing.

Benefit Partners

The Benefit Partners segment markets products primarily through a national distribution system of regional
group offices. These offices develop business through employee benefit brokers, third-party administrators and
other employee benefit firms.
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Reportable segment results’” for Benefit Partners were:

Favorable/
(Unfavorable)
2004 vs, 2003 vs.
2004 2003 2002 2003 2002
Premiums and other considerations . . ............. $1,113.2 $756.0 $638.1 472% 18.5%
Net investment income . ... .......c.covnernen .. 88.9 63.8 60.2 393 6.0
Total revenues .. ... .. i i 1,202.1 819.8 698.3 46.6 174
Policy benefits. . ........... ... ... ... ... 840.7 5763 4779 (45.9) (20.6)
EXPenses ... .oou i 252.6 1656 1473 (525) (12.4)
Total benefits and expenses ..................... 1,093.3 7419 6252 (474) (187)
Reportable segment results before income taxes(1) .. 108.8 77.9 731 397 6.6
INCOME taXeS . o\ v i it et 38.1 273 25.6 (39.6) (6.6)
Reportable segment results(1) ................... $ 707 $506 $475 397 6.5%

(1) Reportable segment results is a non-GAAP measure. See Note 15 for further discussion.

The following table summarizes key information for Benefit Partners that we believe to be important drivers
and indicators of our future profitability:

Faverable/
(Unfavorable)

2003 vs. 2004 vs.
2004 2003 2002 2002 2003

Life, Disability and Dental annualized sales ........... $ 203 $200 $182 15% 99%
Reportable segment results:
Life . oo $ 304 $17.7 $19.8 71.8% (10.6)%
Disability . ...t 356 282 206 262 36.9
Dental . ... e 4.0 52 41 (23.1) 2638
Other ... ... 0.7 (0.5 3.0 2400 (116.7)
Total ... $ 707 $50.6 $47.5 39.7%  6.5%
Loss ratios:
Life .. . oo 73.5% T77.5% 74.6%
Disability .......... .0 729 692 704
Dental . ... oo 76.8 756 746
Combined............c. i 73.7% 73.7% 73.0%
Total expenses as a % of premium income ............ 227% 219% 23.2%
AVETage aSSelS .o v vt $1,683 $988 $851 70.3% 16.1%

Reportable segment results for Benefit Partners increased substantially in 2004 over 2003, primarily due to
approximately $23.8 of after-tax earnings from the acquired Canada Life business (“‘the Canada Life block™),
excluding $5.5 of after-tax borrowing costs related to the acquisition that are included in the Corporate and Other
segment. See Note 1 for further discussion of the Canada Life transaction.

Total revenues for Benefit Partners increased over 2003 due to the acquisition of substantially all of the U.S.-
based group life, disability and dental business of Canada Life and due to organic growth from sales during 2004
and 2003. Excluding the Canada Life block, premiums and other considerations increased 14.9% over 2003 due
to strong growth in the disability business. Annualized sales increased 1.5% over 2003 due to continued growth in
our sales force in a continued strong competitive environment industry-wide. Also, our sales resuits reflect the
actions we implemented in 2003, and continued in 2004, in the life business to tighten certain underwriting rules
and strengthen our sales focus on higher margin, smaller case business.
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The increase in policy benefits in 2004 reflected growth from the acquired Canada Life business as well as
strong organic growth in our existing business. The combined loss ratio for 2004 of 73.7% was in line with 2003
as adverse experience in our long-term disability business (from unfavorable experience in incidence rates and
unfavorable claims termination experience) offset favorable experience in our life business. The increase in policy
benefits in 2003 vs. 2002 was driven by growth in overall business coupled with an increased loss ratio, primarily
related to adverse mortality experience in our life business. Accordingly, we made pricing increases to address an
isolated segment of our life business that was under-performing, and we implemented greater management
scrutiny of larger cases, especially renewals of groups with adverse experience. These changes contributed to the
improved loss ratio in our life business in 2004.

Expenses were as follows:

Favorable/
(Unfavorable)
2004 vs. 2003 vs.
2004 2003 2002 2003 2002
CommisSions . .........vurviniinnn. $1251 § 853 $ 747 (46.7% (14.2)%
General and administrative ...................... 112.2 75.6 69.6 (48.4) (8.6)
Taxes, licensesand fees......................... 26.0 19.2 179 (354 (7.3)
Total commissions and expenses incurred .......... 263.3 180.1 1622 (46.2) (11.0)
Less commissions and expenses capitalized . ........ (38.1) (114.4) (95.7) (66.7) 19.5
Amortization of DAC...................... e 27.4 99.9 80.8 726 (23.6)
Total eXpense . ........ooiiiiii i $252.6 $165.6 $147.3 (52.5)% (12.4)%

The expense growth in 2004 refiects expenses from Canada Life integration activities and overall growth in
the business. The 2004 increase in the total unit expense ratios for the year relative to the 2003 period is driven by
the impact of these integration expenses as well as the decline in DAC capitalization and growth in DAC
amortization expense on a unit expense basis as this block continues to grow. In the first quarter 2004, we also
changed our presentation of commissions, which are paid and expensed on a monthly basis. In the past, we
reflected such commissions as capitalized and fully amortized each month. We no longer flow these commissions
through DAC. This change has no impact on total expenses or reportable segment results. Expense growth in
2003 was in line with the overall growth in the business.

In October 2004, the Office of the Attorney General of the State of New York announced a lawsuit following
a probe into two practices it had observed in the property and casualty insurance brokerage industry: “bid
rigging” and “contingent commissions”. The Company has not been named in any litigation or investigation and
has not received any subpoenas with regard to such matters, though all insurance companies and brokers licensed
in the states of New Jersey, North Carolina and Nebraska were asked by the respective Insurance Commissioners
within those states to provide certain information in the context of an industry fact-finding investigation. Benefit
Partners has found no evidence of “bid rigging”. We use broker bonus programs in our business development
practices. Such bonuses are considered normal practice within the industry. It is unclear at this time what, if any,
changes in regulation may come about as a result of this matter, but the Company has positioned its business
practices to respond appropriately to any increase in required disclosure or other such change in business
practices.

Risks beyond normal competition that may impact this segment include increased morbidity risk due to a
weak economy that may increase disability claim costs {an industry-wide phenomenon); continued medical cost
inflation that can put pressure on non-medical benefit premium rates because employers may focus more on the
employer’s cost of non-medical programs; and mortality/morbidity risks including concentration risks from acts
of terrorism not priced for or reinsured. We mitigate these risks by monitoring new and existing claims and
industry health care trend reports which serve as indicators of increased employer medical costs, through scrutiny
of larger cases, especially renewals of groups with adverse experience, and through intensive review of our
concentration risks. Loss ratios in our disability business, which have been historically lower than industry
averages, may increase toward industry averages as this business continues to grow. In addition, continued
declines in investment yields could pressure interest spreads on investments backing long-term disability reserves
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and other long-tail liabilities and could require us to lower the discount rate we use in establishing reserves. We
monitor these spreads carefully and evaluate any need to adjust assumptions based on the then current outlook for
investment yield trends. One of our non-core products, Exec-U-Care®, which provides an insured medical
expense reimbursement vehicle to executives for non-covered health plan costs, produced revenues for this
segment of approximately $129 and reportable segment results of approximately $2 in 2004. A discontinuation of
Exec-U-Care®would have a significant impact on segment revenues, but only a limited effect on reportable
segment results.

Communications

JPCC operates radio and television broadcast properties and produces syndicated sports programming.
Reportable segment results” for Communications were as follows:
Favorable/
__(Unfavorable)

2004 vs. 2003 vs.
2004 2003 2002 2003 2002

Communications revenues (N€t} ................... $241.1 $216.7 $210.3 11.3%  3.0%
Costofsales ....... ..., 47.8 45.8 442 4.4) (3.6)
Operating eXpenses . ... .......ouevenneneeenann.. 85.2 79.3 81.4 (7.4) 2.6
Broadcast cash flow........ ... ... .. .. ... ..... 108.1 91.6 84.7 18.0 8.1
Depreciation and amortization . ................... 8.8 8.4 8.1 4.8) B
Corporate general and administrative expenses . . ... .. 7.3 6.4 7.7 (14.1) 169
Net Interest eXpense ... ......ovneenenneenennnnn 2.1 2.2 2.9 4.5 24.1
Operating revenue before income taxes ............. 89.9 74.6 66.0 205 13.0
Income taxes . ...t 35.5 292 26.2  (21.6) (11.5)
Reportable segment results(1).................... $544 $ 454 $398 198% 141%

(1) Reportable segment results is a Non-GAAP measure. See Note 15 for further discussion.

Communications revenues increased in 2004 from political advertising, increased market share in all of our
radio and television markets and excellent sales results in our sports operations. In 2004, combined revenues for
radio and television increased 10.3% despite sluggish advertising growth in our radio markets. Typically, political
advertising favorably impacts revenues in even-numbered years. Excluding the impact of political revenues,
revenues from television increased 4.3% in 2004 and 5.7% in 2003. Revenues from sports operations increased
$4.5 in 2004 due to increased demand for both our football and basketball products, compared to an increase of
$3.7 in 2003, which was driven primarily by football.

Broadcast cash flow, a non-GAAP measure that is commonly used in the broadcast industry, is calculated as
communications revenues less operating costs and expenses before depreciation and amortization. Broadcast cash
flow increased in all businesses in 2004 and 2003 as a result of the increase in revenues combined with continued
expense discipline.

Cost of sales represents direct and variable costs, consisting primarily of sales commissions, rights fees and
sports production costs. Operating expenses represent other costs to operate the broadcast properties, including
salaries, marketing, research, purchased programming and station overhead costs. Total expenses, excluding
interest expense, increased 6.6% in 2004 and decreased 1.1% in 2003. As a percent of communication revenues,
these expenses were 61.9%, 64.6% and 67.2% for 2004, 2003 and 2002. The 2004 and 2003 improvements reflect
growing revenues and continued expense discipline, partially offset in 2004 by increased sales commissions and
bonuses.

On April 1, 2004, JPCC acquired the assets and an FCC license to broadcast a FM radio station in San
Diego, CA for $18.

Radio and television stations require a license, subject to periodic renewal, from the FCC to operate. While
management considers the likelihood of a failure to renew remote, any station that fails to receive renewal would
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be forced to cease operations. We currently have two television stations and five radio stations that are operating
under expired licenses pending renewal, as allowed by the FCC. The FCC is delaying all commercial broadcast
license renewals in these states until all complaints against any commercial broadcast station in that state are
resolved. We are unaware of any complaints involving JP stations.

Because our broadcasting businesses rely on advertising revenues, they are sensitive to cyclical changes in
both the general economy and in the economic strength of local markets. Furthermore, our stations derived 21.4%
and 23.5% of their advertising revenues from the automotive industry in 2004 and 2003. If automobile advertising
is significantly curtailed, it could have a negative impact on broadcasting revenues. In 2004, 6.7% of television
revenues came from a network agreement with our CBS-affiliated stations that expires in 2011. The trend in the
industry is away from the networks compensating affiliates for carrying their programming, and there is a
possibility those revenues will be eliminated when the contract is renewed. Many different businesses compete
for available advertising sales in our markets, including newspapers, magazines, billboards and other radio and
television broadcasters. Technological changes (such as satellite radio) and consolidation in the broadcast
industry may increase competition for audiences and advertisers.

Corporate and Other

The Corporate and Other segment includes the excess capital of the insurance subsidiaries, other corporate
investments including defaulted securities, benefit plan net assets, goodwill related to insurance acquisitions, and
corporate debt. The reportable segment results primarily contain the earnings on the invested excess capital,
interest expense related to the corporate debt, and operating expenses that are corporate in nature (such as
advertising and charitable and civic contributions). All net realized capital gains and losses, which include other-
than-temporary impairments of securities, are reported in this segment.

The following table summarizes results for this segment. Prior year amounts have been restated to conform
to the current year presentation for the adoption of FIN 46, under which, as discussed later and in Note 2, we no
longer consolidate two affiliated Capital Trusts.

2004 2003 2002

Earnings on investments and other income .......................... $949 $939 $77.2
Interest expense ondebt ........ .. ... . .. i (48.1) (33.8) (35.9)
Operating eXpenses . ... oo vttt et e 20.7) (31.2) 479
InCOmE taXES ..t i i e e 6.6 3.2 11.0
Total EXPENSES . ..ottt 622 (61.8) (72.8)
Reportable segment results(1) . ........ . i 327 32.1 4.4
Realized investment gains (losses), netof taxes ...................... 26.5  (30.9) (14.9)
Reportable segment results, including realized gains (losses)(1) ......... $592 $ 1.2 $(10.5)

(1) Reportable segment results is a non-GAAP measure. See Note 15 for further discussion.

Earnings on investments and other income increased $1.0 in 2004, driven primarily by an increase in default
charges received from the operating segments, a $3.6 settlement from a Bank of America merger class action suit,
and dividends related to equity securities, offset partially by the allocation of bond calls to our segments and
lower portfolio yields. Default charges are received from the operating segments for this segment’s assumption of
all credit related losses on the invested assets of those segments. These charges are calculated in part as a
percentage of invested assets. Default charge income for 2004, 2003 and 2002 was $38.5, $31.3 and $21.9. The
increase in 2004 resulted from an increase in investment assets including those related to the Canada Life
business and a change in fixed income securities’ asset mix. Default charges increased in 2003 in response to the
credit environment experienced in the securities markets during recent years. Earnings on investments in this
segment can fluctuate based upon opportunistic repurchases of common stock, the amount of excess capital
generated by the operating segments and lost investment income on bonds defaulted or sold at a loss.
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Interest expense on debt increased $14.3 in 2004 after remaining flat in 2003 and decreasing $17.6 in 2002.
The 2004 increase reflects a change in the mix of outstanding indebtedness between floating and fixed rate
instruments and an increase in the overall level of outstanding indebtedness. Specifically, our fixed rate
indebtedness increased with the issuance of $300 of ten-year notes on January 27, 2004 at an effective interest
rate of 4.77%, a portion of which was used to support the Canada Life acquisition (See Note 1). See Note 8 for
details of our debt structure and interest costs. Operating expenses declined in 2004 and 2003, and expenses for
2002 included an accrual for litigation of $23.1. Operating expenses vary with the level of corporate activities and
strategies.

Effective tax rates improved in 2004 versus 2003 due to an increase in non-taxable income and the
dividends-received deduction.

Realized investment gains and losses were as follows:
2004 2003 2002

SEOCK GAINS . . . $95.6 $13.8 §$161.5
SEOCK 108SES « vttt e e e (3.6) — 1.n
Stock losses from writedowns . . ...... ... ... i (1.1) — —
Bond gains .. ... ... 36.8 58.0 31.2
Bond losses from sales ...t e (364 (B4.0)0 (€69
Bond losses from writedowns . .. ... . . (58.5) (94.8) (163.1)
Other gains and losses (net) ........... ... oo in .. 6.2 4.1 8.7
Total pretax gains (l0SSes) . . ..ottt 390 (61.1) (A7.1)
DAC amortization . . ......ut it e e 1.8 14.4 4.9)
INCOME tAXES . ..ottt e (14.3) 15.8 7.1
Realized investment gains (losses), net of taxes ..................... $26.5 $30.9) % (14.9)

The realized investment gains in 2004 sharply contrasted with the realized investment losses in the two
previous years. The 2004 improvement was due to stock gains as well as the decline in bond impairments as a
result of significant improvement in the corporate credit environment and proactive portfolio management. The
2004 write downs primarily reflected further deterioration among airline issuers.

We reflect provisions for credit related losses in our estimated gross profits when calculating DAC and
VOBA amortization. As reflected in the preceding table, we record DAC amortization on realized gains and
losses on investments that back UL-type products. Modeling of expected gross profits related to DAC and VOBA
1s discussed further in the Critical Accounting Policies and Estimates section.

The following table summarizes assets assigned to this segment.

2004 vs.
2004 2003 2003

Parent company, passive investment companies and Corporate line assets

of insurance subsidiaries . .. ... ...t $1,195 $1,206 (0.9)Y%
Unrealized gain on fixed interest investments . ...................... 629 612 2.8
Co-insurance receivables on acquired blocks............ ... ... ...... 929 980 (5.2)
Employee benefit plan assets .......... ... i i 397 369 7.6
Goodwill arising from insurance acquisitions ....................... 270 270 —
Other. . o e 343 312 147

Total .. e $3,763 $3,749 0.8%

Total assets for the Corporate and Other segment increased primarily as a result of the increase in unrealized
gains on fixed interest investments as well as the increase in employee benefit plan assets. We received a large
policy loan repayment in the second quarter, reducing coinsurance receivables.

40




Risks for this segment include investment impairments due to weakening in the economy, the risk of rising
interest rates on our floating rate debt, our ability to replace existing debt agreements with comparable terms,
declines in the dividends on or the values of our equity securities which would limit our potential for realized
gains, general uncertainty regarding litigation, and the potential for future impairment of goodwill. Also, as
discussed in the Liquidity section, to service our debt and to pay shareholder dividends, we rely on excess cash
flows through dividends from our subsidiaries. Dividends from our insurance subsidiaries depend upon regulatory
approval when above certain limits.

Capital Resources

Our capital structure consists of 10-year term notes, floating rate EXtendibie Liquidity Securities® (EXLs),
short-term commercial paper, securities sold under repurchase agreements, junior subordinated debentures, and
stockholders’ equity. We also have a bank credit agreement, under which we have the option to borrow at various
interest rates. The agreement, as amended on May 7, 2004, aggregates $348, which is available until May 2007.
The credit agreement principally supports our issuance of commercial paper.

Outstanding commercial paper has various maturities that can be up to 270 days. If we cannot remarket
commercial paper at maturity, we have sufficient liquidity, consisting of the bank credit agreements, liquid assets,
such as equity securities, and other resources to retire these obligations. The weighted-average interest rates for
commercial paper borrowings outstanding of $188 and $654 at December 31, 2004 and 2003 were 2.20% and
1.13%. The maximum amount outstanding in 2004, after the January issuance of the term debt and EXLs, was
$298 compared to $656 in 2003. ‘

Our commercial paper is currently rated by two rating agencies.

Agency Rating
FatCh L Fl+
Standard & Poor’s . . ... e Al+

These are both the highest ratings that the agencies issue and were reaffirmed in 2005. A significant drop in
these ratings, while not anticipated, could cause us to pay higher rates on commercial paper borrowings or lose
access to the commercial paper market. ‘

Our insurance subsidiaries have sold collateralized mortgage obligations and agency debentures under
repurchase agreements involving various counterparties, accounted for as financing arrangements with maturities
less than six months. We may use proceeds to purchase securities with longer durations as an asset/liability
management strategy. At December 31, 2004 and 2003, repurchase agreements, including accrued interest, were
$468 and $401. The securities involved had a fair value and amortized cost of $489 and $459 at December 31,
2004 versus $428 and $406 at December 31, 2003. The maximum principal amounts outstanding were $528 and
$597 during 2004 and 2003.

The junior subordinated debentures were issued in 1997 and consist of $206 at an interest rate of 8.14% and
$103 at an interest rate of 8.285%. Interest is paid semi-annually. These debentures mature in 2046, but are
redeemable prior to maturity at the option of the Company beginning January 15, 2007, with two-thirds subject to
a call premium of 4.07% and the remainder subject to a call premium of 4.14%, each grading to zero as of
January 15, 2017.

In January 2004, we issued $300 of 4.75% 10-year term notes and $300 of floating rate EXtendible
Liquidity Securities® (EXLs) that currently have a maturity of November 2005, as of December 31, 2004, subject
to periodic extension through 2011. Each quarter, the holders must make an election to extend the maturity of the
EXLs for 13 months, otherwise they become due and payable on the next maturity date to which they had
previously been extended. The EXLs bear interest at LIBOR plus a spread, which increases annually to a
maximum of 10 basis points. The proceeds from the debt issuances were used to support the Canada Life
acquisition and to pay down commercial paper while rebalancing the mix of fixed and floating rate debt and short
and long term maturities in our capital structure. We received confirmation from both Fitch and S&P that the debt
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issuance had no impact on our ratings or outlook. We are considering the issuance of funding-agreement-backed
notes, which would be secured by annuity contracts issued by one of our life insurance subsidiaries.

Stockholders’ equity increased $128 in 2004 compared to $266 in 2003. Unrealized gains on available-for-
sale securities, which are included as a component of stockholders’ equity, increased $12 and $78 in those years.
The remaining change in stockholders’ equity reflects net income, dividends to stockholders, changes in the fair
values of derivatives, changes in the minimum pension liability, and common share activity due to issuance of
shares under our stock option plans and share repurchases. Our ratio of stockholders’ equity to assets excluding
separate accounts was 12.0%, 12.5% and 12.3% at December 31, 2004, 2003 and 2002.

In 2004 we repurchased 5,368,200 of our common shares at an average cost of $51.05 per share compared to
3,578,600 shares at an average cost of $43.15 in 2003. At year end 2004, we had authorization from our board to
repurchase 4.1 million additional shares.

Our insurance subsidiaries have statutory surplus and risk based capital levels well above current regulatory
required levels. As mentioned earlier, a significant portion of our life sales consists of products containing no-
lapse guarantees (secondary guarantees), for which statutory reserving practices (referred to as “AXXX") are
curréntly under review by the National Association of Insurance Commissioners. Numerous proposals have been
circulated by regulators and the industry and debate is ongoing. Certain approaches could require companies to
hold additional statutory policy reserves. Our estimate of the potential impact on our year end 2004 statutory
surplus under various approaches ranges from $0 to $200. This potential impact would grow annually,
particularly with continued sales of products subject to these reserve requirements. The proposals under
consideration, if adopted in a manner that results in significantly increased statutory reserves, could cause the
Company and other insurers to increase pricing or otherwise limit availability of certain product offerings. In
December 2004, we formed an insurance subsidiary, chartered in Bermuda for the purpose of providing
intracompany reinsurance. In conjunction with the establishment of this subsidiary, we obtained a $300 letter of
credit facility, which will provide credit enhancement for our subsidiary’s reinsurance obligations. JP is a
guarantor under the letter of credit facility. At December 31, 2004, we had not reinsured any reserves subject to
AXXX. We continue to review other strategic alternatives in the event that regulatory requirements ultimately
result in provision of higher statutory reserves for our secondary guarantee products. We cannot estimate the cost
of potential alternative solutions.

Our insurance subsidiaries have statutory surplus and risk based capital levels well above regulatory required
levels. These capital levels together with the rating agencies’ assessments of our business strategies have enabled
our major life insurance affiliates to attain the following financial strength ratings:

JP Life JPFIC JPLA

A M. Best. A++  A++ A++
Standard & Poor’s . . ... o AAA AAA AAA
Fitch Ratings ... ... ..o i e e e e ettt AA+ AA+ AA+

The ratings by A.M. Best and Standard & Poor’s are currently the highest available by those rating agencies
and have been reaffirmed in 2005, while the ratings by Fitch Ratings is that agency’s second highest rating. A
significant drop in our ratings, while not anticipated, could potentially impact future sales and/or accelerate
surrenders on our business in force.

Liquidity

We meet liquidity requirements primarily by positive cash flows from the operations of subsidiaries. Primary
sources of cash from our insurance operations are premiums, other insurance considerations, receipts for
policyholder accounts, investment sales and maturities and investment income. Primary uses of cash for our
insurance operations include purchases of investments, payment of insurance benefits, operating expenses,
withdrawals from policyholder accounts, costs related to acquiring new business, dividends and income taxes.
Primary sources of cash from the Communications operations are revenues from broadcast advertising, and
primary uses inciude payments for commissions, compensation and related costs, sports rights, interest, income
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taxes and purchases of fixed assets. We have the ability to generate adequate cash flows for operations on a short-
term basis and a long-term basis.

Net cash provided by operations in 2004, 2003 and 2002 was $991, $537 and $403. The primary driver for
the increase over 2003 related to the proceeds received in the Canada Life transaction, an increase in traditional
premium receipts from organic growth in Benefit Partners, and lower federal income tax payments. The increase
in 2003 over 2002 was from an increase in traditional product premium receipts in our Benefit Partners segment
due to growth in that segment, combined with the timing of the processing of Community Banks and BOLI single
premiums received in late 2001, pending policy issuance which then occurred in 2002. Those premiums were
reported as cash received from operations in 2001 and as a decrease in cash from operations in 2002.

Net cash used in investing activities was $1,786, $1,420 and $1,599 in 2004, 2003 and 2002. In 2004,
investment purchases increased substantially due to cash received in the Canada Life transaction and from higher
sales of ElAs. Cash used in other investing activities increased due to purchases of affordable housing tax credit
securities, higher originations of mortgages loans, and an acquisition of assets and an FCC license for a radio
station. The decrease in AIP sales in 2003 provided less funds for investment purposes. Record sales levels in our
Individual Products segment in 2002 increased funds available for investment.

Net cash provided by financing activities was $810, $888 and $1,124 in 2004, 2003 and 2002, including cash
inflows from policyholder contract deposits net of withdrawals of $1,022, $1,081 and $1,404. The fluctuations in
net policyholder contract deposits reflect higher sales of EIAs offset by higher surrenders in 2004 and lower
Community Bank life sales in 2003 compared to 2002. Net borrowings increased in 2004 over 2003 largely due
to the funding of the Canada Life acquisition.

In order to meet the parent company’s dividend payments, debt servicing obligations and other expenses, we
rely on dividends from our insurance subsidiaries. Cash dividends received from subsidiaries by the parent
company were $289, $273 and $402 in 2004, 2003 and 2002. Our life insurance subsidiaries are subject to laws
in their states of domicile that limit the amount of dividends that can be paid without the prior approval of the
respective state’s insurance regulator. The limits are based in part on the prior year’s statutory income and capital,
which are negatively impacted by bond losses and write downs. Approval of these dividends will depend upon the
circumstances at the time, but we have not experienced problems with state approvals in the past.

Cash and cash equivalents were $87, $72 and $67 at December 31, 2004, 2003 and 2002. The parent
company and non-regulated subsidiaries held equity and fixed income securities of $678, $753 and $424 at these
dates. We consider the majority of these securities to be a source of liquidity to support our strategies.

Total assets increased $2,409 in 2004 and $2,077 in 2003 due primarily to the Canada Life acquisition, net
policyholder contract deposits, growth in DAC, and growth in separate account assets, which more than offset
dividends, stock repurchases and impairment losses.

Total debt and equity securities available-for-sale at December 31, 2004 and 2003 were $20,375 and
$18,462. Gross unrealized gains and losses at December 31, 2004 were $1,415 and $(57) compared to gross
unrealized gains and losses at December 31, 2003 of $1,446 and $(107).

At December 31, 2004 and 2003, we had reinsurance receivables of $828 and $845 and policy loans of $61
and $103 which are related to the businesses of JP Financial that are coinsured with Household International
(HI) affiliates. HI has provided payment, performance and capital maintenance guarantees with respect to the
balances receivable. We regularly evaluate the financial condition of our reinsurers and monitor concentrations of
credit risk related to reinsurance activities. We have not suffered any significant credit losses from reinsurance
activities in the last three years. :

Contractual Obligations

The following table details our contractual obligations, including principal and interest where applicable, at
December 31, 2004. The amounts in the table are different than those reported in our consolidated balance sheet
at December 31, 2004 due to the consideration of interest in debt obligations and discounted estimates of future
payments for policy liabilities excluding the impact of future premium revenues. Some of the figures we include
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in this table are based on management’s estimates and assumptions about these obligations, including their
duration, the possibility of renewal, anticipated actions by third parties, and other factors. Because these estimates
and assumptions are necessarily subjective, the enforceable and legally binding obligations we will actually pay
in future periods are likely to vary from those reflected in the table.

Estimated Payments Due by Period

2010 and
2005 2006-2007  2008-2009 After Total
Commercial paper borrowings ............... $ 188 § — % — $ — $ 188
Reverse repurchase agreements. . ............. 468 — — — 468
EXLS oo 9 24 28 318 379
10-year term notes . .. .. ..o vv i 14 29 29 357 429
Junior subordinated debentures .. ............. 25 51 51 1,223 1,350
Purchase obligations ....................... 69 109 90 69 337
Total, excluding policy liabilities .. . .. 773 213 198 1,967 3,151
Policy liabilities, discounted .. ............... 3,195 5,795 4,370 18,218 31,578
Total contractual obligations ......... $3,968 $6,008  $4,568  $20,185 $34,729

External commercial paper and reverse repurchase agreements represent short-term debts that are due in less
than one year.

As discussed earlier, the floating-rate EXLs at yearend had a maturity of November 2005, subject to periodic
extension through 2011. For purposes of this table, we have assumed these securities will be extended until 2011
and have calculated interest payments by applying the spreads defined in the agreement to 1-year LIBOR forward
rates.

The payments for the 10-year term notes are based on the amortization schedule included in the debt
agreement,

The junior subordinated debentures mature in 2046, or earlier at our option beginning in 2007. For purposes
of this table, we have assumed the debentures remain outstanding until 2046.

Purchase obligations consist of JPCC commitments for purchases of syndicated television programming and
commitments on other contracts and future sports programming rights. In 2004, JPCC announced an agreement
in principle that will give JP Sports and its broadcasting partner television syndication rights to Atlantic Coast
Conference football and basketball games through the 2010 season. While the agreement is not yet final, we have
estimated the amount of the future obligations that will be required under the present terms of the arrangement.
Purchase obligations represent $337 as of December 31, 2004, payable through the year 2011. We have
commitments to sell a portion of those sports programming rights to other entities for $231 over the same period.
These commitments are not reflected as an asset or liability in our balance sheets because the programs are not
currently available for use. We expect advertising revenues that are sold on an annual basis to fund the purchase
commitments.

Our total policy liabilities also represent contractual obligations, where the timing of payments is uncertain
because it depends on insurable events or policyholder surrenders. Our asset-liability management process,
discussed further in Market Risk Exposures, is designed to appropriately match our invested assets with the
actuarially estimated timing of amounts payable to our policyholders. We have included an estimate as to the
timing of the payment of these obligations in the table above, assuming a level interest rate scenario. The amounts
presented were discounted over a 50-year period using an interest rate of 6%.

Off Balance Sheet Arrangements and Commitments

We have no material off balance sheet arrangements of a financing nature. We routinely enter into
commitments to extend credit in the form of mortgage loans and to purchase certain debt instruments in private
placement transactions for our investment portfolio. The fair value of such outstanding commitments as of
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December 31, 2004 approximates $121. These commitments will be funded through cash flows from operations
and investment maturities during 2005 and are not included in contractual obligations listed above.

Investments
Portfolio Descripz-‘ion

Our strategy for managing the investment portfolio of our insurance subsidiaries is to consistently meet
pricing assumptions while appropriately managing credit risk. We invest for the long term, and most of our
investments are held until they mature. Our investment portfolio includes primarily fixed income securities and
commercial mortgage loans. The nature and quality of investments that our insurance subsidiaries hold must
comply with state regulatory requirements. We have established a formal investment policy, which describes our
overall quality and diversification objectives and limits.

Approximately 90% of our securities portfolio has been designated as available-for-sale (AFS) and is carried
on the balance sheet at fair value. We determine fair values of our securities, including securities not actively
traded, using the methodology described in the Critical Accounting Policies and Estimates section above.
Changes in fair values of AFS securities are reflected in other comprehensive income. The remainder of our
securities portfolio has been designated as held-to-maturity (HTM). As prescribed by generally accepted
accounting principles, HTM securities are carried at amortized cost, and accordingly there is a difference between
fair value and carrying value for HTM securities.

The following table shows the carrying values of our invested assets.

December 31, December 31,
2004 2003

Publicly-issued bonds ... ........ .. ... . ool $16.871  61.0%  $15,823 61.3%
Privately-placed bonds ............. ... ... ... L 5,210 188 4,621 179
Total bonds . ... 22,081 79.8 20,444  79.2
Redeemable preferred stock ........ ... .. ... ... ... 13 0.1 14 —
Total debt securities ... .... .o, 22,094 799 20,458 79.2
Mortgage loans on real property ........... ... . ... 3,667 133 3472 134
Common StOCK ... ..o 647 23 754 2.9
Non-redeemable preferred stock ....................... 3 — 2 —
Policy loans. ....... .. ... i 839 3.0 869 3.4
Realestate . ...... ... .. oot 125 0.5 132 0.5
Other ... ..o 193 0.7 65 0.3
Cash and equivalents ............ ... ... ............. 87 0.3 72 0.3

Total .. ... $27,655 100.0%  $25,824 100.0%
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Unrealized Gains and Losses

The following table summarizes by category the unrealized gains and losses in our entire securities
portfolios, including common stock and redeemable preferred stock, as of December 31, 2004:

Gross Gross
Amortized Unrealized Unrealized Fair Carrying
Cost Gains Losses Value Value
Available-for-sale, carried at fair value:
US Treasury obligations and direct obligations of
US Government agencies . . ................ $§ 253 $ 13 $— $§ 266 8§ 266
Federal agency mortgage-backed securities
(including collateralized mortgage obligations) 1,610 64 €] 1,670 1,670
Obligations of states and political subdivisions .. 57 4 — 61 61
Corporate obligations . ..................... . 16,225 853 51 17,027 17,027
Corporate private-labeled mortgage-backed
securities (including collateralized mortgage
obligations) ........ ... i 659 31 2) 688 688
Redeemable preferred stock.................. 12 1 — 13 13
Subtotal, debt securities ............. 18,816 966 57) 19,725 19,725
Non-redeemable preferred stock .............. 2 1 — 3 3
Common stock ...........ov ... 199 448 — 647 647
Securities available-for-sale .................. 19,017 1,415 (57) 20,375 20,375
Held-to-maturity, carried at amortized cost:
Obligations of state and political subdivisions . . . 6 1 — 7 6
Corporate cbligations . ...................... 2,363 153 9) 2,507 2,363
Debt securities held-to-maturity............... 2,369 154 9) 2,514 2,369
Total AFS and HTM securities . ...... $21,386  $1,569 $(66) $22,889 $22,744

The majority of our unrealized gains and losses can be attributed to changes in interest rates and market
changes in credit spreads. These unrealized gains and losses do not necessarily represent future gains or losses
that will be realized. Changing conditions related to specific bonds, overall market interest rates, credit spreads or
equity securities markets as well as general portfolio management decisions are likely to impact values we
ultimately realize. Gross unrealized gains and losses at December 31, 2003 were $1,633 and $(128).
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The following table shows the diversification of unrealized gains and losses for our debt securities portfolio
across industry sectors as of December 31, 2004:

Industrials
Basic Materials
Capital Goods
Communications
Consumer, Cyclical
Consumer, Noncycl
Energy
Technology
Transportation
Other Industrials

Utilities

Insurance
Other Financials

Mortgage-backed Securities (including

Commercial Mortgage-backed Securities)

Total

Gross Gross

Amortized Unrealized Unrealized Fair Carrying

Cost Gains Losses Value Value
....................... $ 967 $ 5l $ @ $ 1,016 $ 1,007
....................... 1,330 73 (5) 1,398 1,381
....................... 1,348 73 3) 1,418 1,402
...................... 1,140 57 4) 1,193 1,181
ical.................... 2,318 133 6) 2,445 2,429
....................... 1,401 69 3) 1,467 1,462
....................... 347 8 2) 353 352
....................... 774 59 6) 827 823
....................... 700 36 ) 735 730
....................... 3,897 245 (10) 4,132 4,099
....................... 2,328 124 9 2,443 2,427
....................... 803 27 3) 827 823
....................... 1,563 70 6 1,627 1,620
..... 2,269 95 (6) 2,358 2,358
....................... $21,185 $1,120 $(66) $22,239 $22,094

Credit Risk Management

Our internal guidelines require an average quality of an S&P or equivalent rating of “A” or higher for the
entire bond portfolio. At December 31, 2004, the average quality rating of our bond portfolio was “A”, which
equates to a rating of 1 from the National Association of Insurance Commissioners’ Securities Valuation Office
(SVO). We monitor the overall credit quality of our portfolio within internal investment guidelines. This table

describes our debt security

portfolio by credit rating.

: S&P or % of
SVO Equivalent Amortized Fair Carrying Carrying
Rating Designation Cost Value Value Value
1 AAA $2762 $2869 $ 2865 13.0%
1 AA 1,990 2,097 2,085 94
1 A 7,183 7,591 7,527 34.1
2 BBB 7,991 8,372 8,311 37.6
3 BB 800 834 832 3.8
4 B 377 390 390 1.8
5 CCC and lower 61 64 62 0.2
6 In or near default 21 22 22 0.1

Total $21,185  $22,239  $22,094 100.0%

Limiting our bond exposure to any one creditor is another way we manage credit risk. The following table
lists our ten largest exposures to an individual creditor in our bond portfolio as of December 31, 2004. As noted
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above, the carrying values in the following tables are stated at fair value for AFS securities and amortized cost for
HTM securities.

Carrying
Creditor Sector Value
Wachovia ... Financial Institutions $161
JPMorgan Chase ............ ... i Financial Institutions 142
Weingarten Realty Investors .................... .. ... .. ... Financial Institutions 105
Goldman Sachs Group . ........... i Financial Institutions 104
Cargill Incorporated .. ....... ... .. i Consumer, Noncyclical 99
Citigroup Incorporated . .. ..ot Financial Institutions 97
Burlington Northern Santa Fe . ............................ Transportation 96
United Health Group Inc . ......... .. .. o i, Consumer, Noncyclical 95
USBancorp .. ... Financial Institutions 94
Anheuser-Busch Companies .................... ... ...... Consumer, Noncyclical 93

We monitor those securities that are rated below investment grade as to individual exposures and in
comparison to the entire portfolio, as an additional credit risk management strategy.

The following table shows the ten largest below investment grade debt security exposures by individual
issuer at December 31, 2004. Investment grade bonds of issuers listed below are not included in these values. The
gross unrealized gain or loss shown below is calculated as the difference between the fair value of the securities
and their carrying values.

Amortized Un?er:lsiied
Creditor Sector Cost Carrying Value Gain/(Loss)
Ahold, Royal . .................. Consumer, Noncyclical $46 $30 $4
ElPasoCorp................... Utilities 48 49 1
Nova Chem Ltd/Nova Chem . ... .. Basic Materials 37 37 —_
Rite AidCorp . ................. Consumer, Cyclical 33 34 1
Thomas & Betts Co ............. Technology 31 32 1
Intl Telecom Satellite US ......... Communications 30 30 —
Qwest Communications Intl . ... ... Communications 28 29 1
Homer City Funding LLC . ....... Utilities 25 28 3
Williams Cos Inc ............... Utilities 26 28 2
Allied Waste N America ......... Capital Goods 27 24 (3)

At December 31, 2004 and 2003, below investment grade bonds were $1,299 or 5.9% and $1,452 or 7.1% of
the carrying value of the bond portfolio, reflecting sales and upgrades of below investment grade bonds that
occurred in 2004.

As noted above, credit risk is inherent in our bond portfolio. We manage this risk through a structured
approach in which we assess the effects of the changing economic landscape. We devote a significant amount of
effort of both highly specialized, well-trained internal resources and external experts in our approach to managing
credit risk.

Impairment Review

In identifying “potentially distressed securities”, we first screen for all securities that have a fair value to
amortized cost ratio of less than 80%. However, as part of this identification process, management must make
assumptions and judgments using the following information:

* current fair value of the security compared to amortized cost
* length of time the fair value was below amortized cost

* industry factors or conditions related to a geographic area that are negatively affecting the security
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* downgrades by a rating agency
* past due interest or principal payments or other violation of covenants
* deterioration of the overall financial condition of the specific issuer

In analyzing securities for other-than-temporary impairments, we then pay special attention to securities that
have been potentially distressed for a period greater than six months. We assume that, absent reliable
contradictory evidence, a security that is potentially distressed for a continuous period greater than twelve months
has incurred an other-than-temporary impairment. Such reliable contradictory evidence might include, among
other factors, a liquidation analysis performed by our investment professionals and consultants, improving
financial performance or valuation of underlying assets specifically pledged to support the credit.

When we identify a security as potentially impaired, we add it to our potentially distressed security list and
determine if the impairment is other-than-temporary. Various committees comprised of senior management and
investment analysts intensively review the potentially distressed security list to determine if a security is deemed
to be other than temporarily impaired. In this review, we consider the following criteria:

¢ fundamental analysis of the liquidity and financial condition of the specific issuer

¢ underlying valuation of assets specifically pledged to support the credit

¢ time period in which the fair value has been significantly below amortized cost

+ industry sector or geographic area applicable to the specific issuer

* our ability and intent to retain the investment for a sufficient time to recover its value

When this intensive review determines that the decline is other-than-temporary based on management’s
judgment, the security is written down to fair value through a charge to realized investment gains and losses. We
adjust the amortized cost for both AFS and HTM securities that have experienced other-than-temporary
impairments to reflect fair value at the time of the impairment. We consider factors that lead to an other-than-
temporary impairment of a particular security in order to determine whether these conditions have impacted other
similar securities.

We monitor unrealized losses through further analysis according to maturity date, credit quality, individual
creditor exposure and the length of time the individual security has continuously been in an unrealized loss
position.

The following table shows the maturity date distribution of our debt securities in an unrealized loss position
at December 31, 2004. The fair values of these securities could fluctuate over the respective periods to maturity or
any sale.

Gross

Amortized Fair Unrealized Carrying

Cost Value Losses Value

Due inone year or less .. ..., $ 21§ 19 $Q@ % 19
Due after one year through five years ................. 772 765 N 766
Due after five years through ten years . ................ 1,805 1,773 (32) 1,779
Due after ten years through twenty years .............. 961 943 (18) 945
Due after tWenty YEars .............c.oeveenvuneneon.. 107 105 ) 105
Amounts not due at a single maturity date ............. 250 245 (5) 245
Subtotal. .. ... e 3,916 3,850 (66) 3,859
Redeemable preferred stocks. .. ........ ... ... .. ... ... 4 4 — 4
Total ... $3,920  $3,854 $(66) $3,863




The following table shows the credit quality of our debt securities with unrealized losses at December 31,
2004:

% of Gross goro(;g

SVO S&P or Equivalent Amortized Fair Fair Unrealized Unrealized Carrying

Rating Designation Cost Value Value Losses Losses Value
1 AAA/AA/A $2,103 $2,074 53.8% $(29) 43.9% $2,077
2 BBB 1,548 1,523 39.5 (25) 37.9 1,527
3 BB 134 127 3.3 ¢)) 10.6 128
4 B 127 123 3.2 @) 6.1 124
5 CCC and lower 7 6 0.2 1) 1.5 6
6 In or near default 1 1 0.0 — 0.0 1
Total $3,920 $3,854 100.0% $(66) 100.0% $3,863

No individual creditor has an unrealized loss of $10 or greater at December 31, 2004.

The following table shows the length of time that individual debt securities have been in a continuous
unrealized loss position.

% of

Gross Gro(;s
Fair Unrealized Unrealized Carrying

Value Losses Losses Value

Morethan 1 year ........ ... ... oiiiiininnn. $ 828 $(29) 43.9% $ 834
6months—1year................ooiiininn.n. 1,787 27 409 1,790
Lessthan 6months ......... ... ... oo, 1,239 (10) 15.2 1,239
Total ....... .. . $3,854 $(66) 100.0% $3,863

Information about unrealized gains and losses is subject to rapidly changing conditions. Securities with
unrealized gains and losses will fluctuate, as will those securities that we have identified as potentially distressed.
We consider all of the factors discussed earlier when we determine if an unrealized loss is other-than-temporary,
including our ability and intent to hold the security until the value recovers. However, we may subsequently
identify securities for which we no longer have a positive intent and ability to hold until forecasted recovery. This
determination may be made due to a change in facts and circumstances regarding the specific investments. At
such time, we will write down the security to fair value to recognize any unrealized losses.

Realized Losses — Write Downs and Sales

Realized losses are comprised of both write downs on other-than-temporary impairments and actual sales of
securities.

In 2004 we had other-than-temporary impairments on securities of $60 as compared to $95 for 2003. The
individual impairments in excess of $10, how they were measured, the circumstances giving rise to the losses, and
the impact those circumstances have on other material investments we held at the time are as follows:

2004

¢ $10.1 write down on debt of a commercial cable equipment company, due to a likely bankruptcy filing
following an adverse judicial ruling on a summary judgment motion. The value of assets may not exceed
the cost of a bankruptcy filing or the costs of winding down the operations. This had no impact on other
holdings in our portfolio.

* $17.5 write down on debt of a national passenger airline, due to high labor costs, increasing fuel prices,
intense competition from low cost carriers, an inablility to access capital, and the lack of demand for older
aircraft. We have been actively managing all of our exposures to the passenger airline industry, although
this had no impact on other holdings in our portfolio.
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2003

* $16.6 write down on debt of Dairy Holdings (a subsidiary of Parmalat). This issuer defaulted on this
security and subsequently filed for bankruptcy protection. This is the only exposure we had to Parmalat.
This security was sold for its written down value in 2003. This had no impact on other holdings in our
portfolio.

* $16.6 write down related to airline equipment trusts that were secured by passenger aircraft. Given the
overall softness in the U.S. passenger airline industry, these securities became other than temporarily
impaired. We sold these bonds at their book value after this write down. We have been actively managing
all of our exposures to the passenger airline industry, although this had no impact on other holdings in our
portfolio.

* $15.0 write down of US Generating. This was an investment in a project finance security in the power
generating industry. The lessee of this facility filed bankruptcy and rejected this lease. As a result, the
investment became other than temporarily impaired. This had no impact on other holdings in our
portfolio.

* $11.0 write down on preferred stock of a financial marketing firm. The circumstances surrounding this
other-than-temporary impairment do not impact any other securities in our portfolio.

In 2004 we incurred losses of $40.0 on sales of securities. There were no individually material losses on
sales of securities in 2004. After consideration of all available evidence, none of these disposals previously met
the criteria for other-than-temporary impairment. The Company will continue to manage its AFS portfolio in a
manner that is consistent with the available-for-sale classification.

Mortgage-backed Securities

Mortgage-backed securities (including Commercial Mortgage-backed Securities) at December 31, 2004 and
2003 all of which are included in debt securities available-for-sale, were as follows:

2004 2003
Federal agency issued mortgage-backed securities . ........... .. ... ... L. $1,670 $2,152
Corporate private-labeled mortgage-backed securities ........................ 688 752
Total . o e $2,358 $2,904

Our investment strategy with respect to mortgage-backed securities (MBS) portfolio focuses on actively
traded issues with less volatile cash flows. The majority of the MBS holdings are sequential and planned
amortization class tranches of federal agency issuers. The MBS portfolio has been constructed with underlying
mortgage collateral characteristics and structure in order to mitigate cash flow volatility over a range of interest
rates.

Because of the decline in interest rates during the early months of 2003, the mortgage market experienced
record levels of refinancings and the structural protection of our MBS portfolio eroded. We experienced MBS
prepayments totaling $1,034 or 39.3% and $2,656 or 64.1% of the average carrying value of the MBS portfolio in
2004 and 2003. Our MBS portfolio is primarily a discount portfolio; therefore, prepayments accelerate the
accretion of discount into income. The excess accretion of discount increased investment income $5.6, $49.8 and
$28.0 in 2004, 2003 and 2002. These prepayments are reinvested at yields that are lower than our current
portfolio yields, producing less investment income going forward. Our MBS portfolio declined significantly in
2004 and 2003, and we reinvested most of the proceeds in investment grade corporate bonds.

Mortgage Loans

We record mortgage loans on real property net of an allowance for credit losses. This allowance includes
both reserve amounts for specific loans, and a general reserve that is calculated by review of historical industry
loan loss statistics. We consider future cash flows and the probability of payment when we calculate our specific
loan loss reserve. Prepayments on mortgage loans result from sales of the related properties or loan refinancings.
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Prepayments on mortgage loans were $17.1, $4.4 and $3.5 in 2004, 2003 and 2002, and proceeds were reinvested
at lower yields. See Note 4 for more detail regarding the composition and concentration of our mortgage loan
portfolio.

Derivative Instruments

Our investment guidelines permit use of derivative financial instruments such as futures contracts and
interest rate swaps in conjunction with specific direct investments. Our actual use of derivatives through
December 31, 2004 has been limited to managing well-defined interest rate risks. Interest rate swaps utilized in
our asset/liability management strategy with a current notional value of $339 and $348 were open as of
December 31, 2004 and 2003. During 2002, we began using interest rate swaps to hedge prospective bond
purchases to back deposits on certain annuity contracts. This hedging strategy protects the spread between the
annuity crediting rate offered at the time the annuities are sold and the yield on bonds to be purchased to back
those annuity contracts. These interest rate swap contracts are generally terminated within a month. We also
purchase S&P 500 Index® options in conjunction with our sales of equity indexed annuities.

Market Risk Exposures

Since our assets and liabilities are largely monetary in nature, our financial position and earnings are subject
to risks resulting from changes in interest rates at varying maturities, changes in spreads over U.S. Treasuries on
new investment opportunities, changes in the yield curve, and equity price risks. In 2004, the average daily rate
for the 10-year U.S. Treasury increased 26 basis points to 4.26% as compared to 4.00% in 2003.

In a falling interest rate environment, the risk of prepayment on some fixed income securities increases and
funds prepaid are then reinvested at lower yields. We limit this risk by concentrating the fixed income portfolio
mainly on non-callable securities, by purchasing securities that provide for “make-whole” type prepayment fees.
Falling interest rates can also impact demand for our products, as interest-bearing investments with no surrender
charges and higher average returns from equity markets may become more attractive to new and existing
customers. Conversely, in a rising interest rate environment, competitive pressures may make it difficult for us to
sustain spreads between rates we credit on interest-sensitive products and our portfolio earnings rates, thereby
prompting withdrawals by policyholders. We manage these risks by adjusting our interest crediting rates with due
regard to the yield of our investment portfolio, minimum rate guarantees and pricing assumptions and by
prudently managing interest rate risk of assets and liabilities.

While a modest interest rate increase would initially be unfavorable to our earnings, due to the near-term
impact on our cost of borrowing, such an increase would be favorable to our earnings over a longer timeframe as
higher investment yields would be incorporated into our investment portfolio and our interest spreads.
Conversely, a sustained period of flat to declining new money rates would reduce reported earnings due to the
effect of minimum rate guarantees and the possible impact of increased lapsation in our insurance products.

As is typical in the industry, our life and annuity products contain minimum rate guarantees regarding
interest we credit. For interest sensitive life products, our minimum rates range from 3.0% to 9.0%, with an
approximate weighted average of 4.1%. For annuity products, our minimum rates range from 1.5% to 6.0%, with
an approximate weighted average of 3.3%.

We employ various methodologies to manage our exposure to interest rate risks. Our asset/liability
management process focuses primarily on the management of interest rate risk of our insurance operations. We
monitor the duration of insurance liabilities compared to the duration of assets backing the insurance lines,
measuring the optionality of cash flows. Our goal in this analysis is to prudently balance profitability and risk for
each insurance product category, and for us as a whole. At both December 31, 2004 and 2003, 89% of policy
liabilities related to interest-sensitive portfolios.

We also consider the timing of cash flows arising from market risk sensitive instruments and insurance
portfolios under varying interest rate scenarios as well as the related impact on reported earnings under those
varying scenarios. Market risk sensitive instruments include debt and equity securities available-for-sale and held-
to-maturity (including MBS securities), mortgage loans, policy loans, investment commitments, annuities in the
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accumulation phase and periodic payment annuities, commercial paper borrowings, repurchase agreements, notes
payable and interest rate swaps.

We have derived the estimated incremental loss amounts below by modeling estimated cash flows of our
market risk sensitive instruments and insurance portfolios. Incremental income or loss is net of taxes at 35%. The
mode] also assumes that all floating rate debt, including reverse repurchase agreements, is replaced with similar
instruments. Estimated cash flows produced in the model assume reinvestments representative of our current
investment strategy, and calls/prepayments include scheduled maturities as well as those expected to occur when
borrowers can benefit financially based on the difference between prepayment penalties and new money rates
under each scenario. Assumed lapse rates within insurance portfolios consider the relationships expected between
crediting rates and market interest rates, as well as the level of surrender charges inherent in individual contracts.
The illustrated incremental income or loss also includes the expected impact of true-up adjustments to
amortization of DAC, VOBA, and Unearned Revenue Reserves but excludes the potential impact of unlocking
adjustments. The model is based on our existing business in force as of December 31, 2004 and does not consider
new sales of life and annuity products or the potential impact of interest rate fluctuations on sales.

The following table shows our estimate of the impact that various hypothetical interest rate scenarios would
have on our earnings for a single year, based on the assumptions in our model. We believe that, based upon
historically low current interest rates, a symmetrical change in interest rates is not reasonably possible. Our model
shows the effect on income with an increase of up to 300 basis points and a decrease of 100 basis points. We
believe that the 300 basis point increase or 100 basis point decrease, graded pro-rata over four quarters, reflects
reasonably possible near term changes in interest rates as of December 31, 2004. We have also provided the
estimated earnings impact for a single year assuming the interest rate changes occur instantaneously. The
incremental loss for a year derives primarily from differences in the yield curves and in the sensitivities they
introduce to our model.

These estimated impacts are incremental to potential earnings impacts from trends and/or environmental
factors already in existence, such as a reduction in the level of prepayments on mortgage-backed securities or the
increased lapsation in our annuity business. The model assumes that changes in our crediting rates will occur
correspondingly with increases or declines in investment yields, subject to the impact of minimum rate
guarantees. As discussed previously, as of year end our crediting rates on blocks of business that are on an annual
reset basis were approximately 31 basis points and 10 basis points on average in excess of minimum guaranteed
rates for Individual Products and AIP.

The table reflects the effect of the interest rate scenarios on one year’s reportable segment results, excluding
the impact of potential unlockings that are illustrated in a sensitivity analysis within the Critical Accounting
Policies and Estimates section. A spike in interest rates of 300 basis points that lasts for three years would
produce a significantly larger estimated loss in the second and third years, as policyholders would potentially seek
more attractive rates elsewhere. Correspondingly, a 100 basis point decrease would cause a significantly larger
estimated loss in the second and third years, as minimum rate guarantees would prohibit us from lowering
crediting rates on most products.

Estimated Incremental Single Year
Gain/(Loss) Based on:

Change in Interest Rate Graded Quarterly Shift Instantaneous Shift
4300 basis POINLS . ... ..ottt $(8) $(16)
+200 basis POINLS . ...ttt (5) 9
+100 basis POINLS . ...\ttt e 3) 3)
- 100 basis POINLS .. .ottt e e 3 3

Generally, an increase in interest rates will benefit our earnings in the insurance portfolio, yet increase our
interest expense on floating rate debt. Conversely, a decrease in interest rates will decrease earnings from the
insurance portfolio as minimum rate guarantees have more of an effect and/or competitive conditions would not
permit us to reduce crediting rates, while we would benefit from the decline in interest expense on our floating
rate debt.
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The incremental income or loss for shifts in excess of those shown does not have a linear relationship to the
values shown above. The incremental loss resulting from a higher change in interest rates would be proportionally
greater due to the optionality of our interest-sensitive assets and liabilities. Similarly, the effect of minimum rate
guarantees in our interest-sensitive liabilities would compound the negative impact on the incremental gain (loss),
resulting from a greater decrease in interest rates. A significant change in the slope of the yield curve could also
affect our results. For example, competing products such as bank CDs could become relatively more attractive
than our longer duration annuities under an inverted yield curve, resulting in higher policyholder withdrawals.

We are exposed to equity price risk on our equity securities (other than trading). We hold common stock
with a fair value of $647; approximately $397 is in a single issuer, Bank of America Corporation (BankAmerica).
We believe that a hypothetical 10% decline in the equity market is possible. If the market value of the S&P 500
Index®, and of BankAmerica common stock specifically, decreased 10%, the fair value of our common stock as
of December 31, 2004 would change as follows:

Hypothetical Change in
Fair Value from 10%
Market Decline

BankAmerica common stock ... ... ... e e $(40)
Other equity SECUTIIES . . .. ..ottt e e (25)
Total change in fair values . ......... ... .. .. ... ... .. ... ... $(65)

Certain fixed interest rate market risk sensitive instruments may not give rise to incremental income or loss
during the period illustrated, but may be subject to changes in fair values which are reflected in equity. Note 17
presents additional disclosures concerning fair values of financial assets and financial liabilities.

External Trends and Forward Looking Information

We operate within the United States financial services and broadcasting markets, which are both subject to
general economic conditions. Interest rates on longer maturity debt instruments stabilized and rebounded slightly
in 2004 after dropping dramatically in 2002 and 2003. Additional changes in rates may affect our businesses in
many ways as discussed earlier in the Market Risk Exposure section. As noted in the Investments section, the
prolonged decline in general economic conditions experienced in recent years increased our credit risk resulting
in higher levels of impairments. A prolonged period of further declining or even level interest rates would have an
adverse impact on our Individual and AIP segments. Investments purchased for those segments yielding rates
lower than our current portfolio yields will lower our overall portfolio earned rates. In the Individual and AIP
segments, there are minimum crediting rates on policyholder accounts inherent in the insurance portfolio due to
both product guarantees and various state requirements. Our inability to reduce crediting rates in response to the
declines in earned rates would result in a significant negative impact on future earnings. Furthermore, a continued
general economic weakness would cause deterioration in our balance sheet and our overall future profitability.

Our operations are also affected over the longer term by demographic shifts, global markets, technological
innovation and overall capital market volatility. These forces impact us in various ways such as demand for our
insurance products and advertising revenues, competition from other financial services providers, competition
from emerging technologies for television and radio advertising, competition for new investments, debt costs,
mergers and consolidations within the financial services and communications sectors, and costs inherent in
administering complex financial products.

Demographic changes include the aging of the baby boomers, reaching their high earning years at a time
when investment yields from fixed rate products are at historically low points. This challenge has been met by the
insurance industry by offering various types of fixed and variable products aimed at this population. The
industry’s overall individual life insurance sales in the U.S. were flat in 2004 and, until late in the year, reflected a
trend towards those financial products with a fixed rate given the volatility in the equity markets.
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Regulatory and Legal Environment

The U.S. insurance industry has experienced mergers, acquisitions, consolidations, sales of business lines
and marketing arrangements with other financial services providers. These activities have been driven by a need
to reduce costs of distribution and to increase economies of scale in the face of growing competition from larger
insurers, banks, securities brokers, mutual funds and other non-traditional competitors. We expect further
strategic alignments in the financial services industry given changing demographics, technological advances, and
customer expectations for one-stop shopping. We continue to analyze our options within this environment for
increasing distribution, adding products and technology and improving economies of scale.

State guaranty associations make assessments to cover losses to policyholders of insolvent or rehabilitated
insurance companies. Assessments may be partially recovered through a reduction in future premium taxes in
most states. We have accrued for expected assessments net of estimated future premium tax deductions.

See Item 3 for discussion of Legal Proceedings.

Environmental Liabilities

We are exposed to environmental regulation and litigation as a result of ownership of investment real estate
and real estate owned by JPCC. Our actual loss experience has been minimal and we consider our exposure to
environmental losses to be insignificant. ’

Accounting Pronouncements

See Note 2.

Forward Looking Information

You should note that this document and our other SEC filings reflect information that we believe was
accurate as of the date the respective materials were made publicly available. They do not reflect later
developments.

As a matter of policy, we do not normally make projections or forecasts of future events or our performance.
When we do, we rely on a safe harbor provided by the Private Securities Litigation Reform Act of 1995 for
statements that are not historical facts, called forward looking statements. These may include statements relating
to our future actions, sales and product development efforts, expenses, the outcome of contingencies such as legal
proceedings, or financial performance.

Certain information in our SEC filings and in any other written or oral statements made by us or on our
behalf, involves forward looking statements. We have used appropriate care in developing this information, but
any forward looking statements may turn out to be wrong. They can be affected by inaccurate assumptions or by
known or unknown risks and uncertainties that could significantly affect our actual results or financial condition.
These risks and uncertainties include among others, general economic conditions (including the uncertainty as to
the duration and rate of the current economic recovery), the impact on the economy from further terrorist
activities or US military engagements, and interest rate levels, changes and fluctuations, all of which can impact .
our sales, investment portfolios, and earnings; competitive factors, including pricing pressures, technological
developments, new product offerings and the emergence of new competitors; changes in federal and state taxes
(including the recent or future changes to general tax rates, dividends, capital gains, retirement savings, and estate
taxes); changes in the regulation of the insurance industry or financial services industry; changes in generally
accepted or statutory accounting principles (such as the AXXX actuarial guideline discussed in Capital
Resources) or changes in other laws and regulations and their impact; and the various risks discussed earlier in
this management’s discussion and analysis.

We undertake no obligation to publicly correct or update any forward looking statements, whether as a result
of new information, future developments or otherwise. You are advised, however, to consult any further
disclosures we make on related subjects in our press releases and filings with the SEC. In particular, you should
read the discussion in the section entitled “External Trends and Forward Looking Information,” and other
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sections it may reference, in our most recent 10-K report as it may be updated in our subsequent 10-Q and 8-K
reports. This discussion covers certain risks, uncertainties and possibly inaccurate assumptions that could cause
our actual results to differ materially from expected and historical results. Other factors besides those listed there
could also adversely affect our performance.
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REPORT OF MANAGEMENT ON THE CONSOLIDATED FINANCIAL STATEMENTS AND
MANAGEMENT’S ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Jefferson-Pilot Corporation (JP) is responsible for the preparation, integrity and fair
presentation of the Consolidated Financial Statements of JP and for establishing and maintaining adequate
internal control over financial reporting. The accompanying Consolidated Financial Statements, including Notes
to Financial Statements, have been prepared by management in accordance with U.S. generally accepted
accounting principles (GAAP), and reflect management’s estimates and judgments, the use of which are inherent
in the preparation of financial statements. In the opinion of management, the accompanying Consolidated
Financial Statements present fairly JP’s financial position and results of operations, giving due consideration to
materiality.

JP’s internal control system was designed to provide reasonable assurance to the company’s management and
board of directors regarding the preparation and fair presentation of published financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement
preparation and presentation.

JP management assessed the effectiveness of the company’s internal control over financial reporting as of
December 31, 2004. In making this assessment, it used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOQ) in Internal Control — Integrated Framework. Based on our
assessment we believe that, as of December 31, 2004, the company’s internal control over financial reporting is
effective based on those criteria. '

JP’s Consolidated Financial Statements and assessment of the effectiveness of our internal control over financial
reporting as of December 31, 2004 have been audited by Ernst & Young LLP, an independent registered public
accounting firm, as stated in their reports which follow.

/@m@ /50 /&M_

Dennis R. Glass
President and
Chief Executive Officer

T e te Slo>

Theresa M. Stone
Executive Vice President and
Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholders
Jefferson-Pilot Corporation

We have audited management’s assessment, included in the accompanying Report of Management on the
Consolidated Financial Statements and Management’s Assessment of Internal Controls Over Financial Report-
ing, that Jefferson-Pilot Corporation and subsidiaries maintained effective internal control over financial reporting
as of December 31, 2004, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Jefferson-Pilot
Corporation and subsidiaries’ management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility
is to express an opinion on management’s assessment and an opinion on the effectiveness of the company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide: reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements:

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Jefferson-Pilot Corporation and subsidiaries maintained effective
internal control over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based
on the COSO criteria. Also, in our opinion, Jefferson-Pilot Corporation and subsidiaries maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2004, based on the COSO
criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Jefferson-Pilot Corporation and subsidiaries as of Decem-
ber 31, 2004 and 2003, and the related consolidated statements of income, stockholders’ equity, and cash flows
for each of the three years in the period ended December 31, 2004 of Jefferson-Pilot Corporation and subsidiaries
and our report dated March 11, 2005 expressed an unqualified opinion thereon,

é/wct LLP

Greensboro, North Carolina
March 11, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Jefferson-Pilot Corporation

We have audited the accompanying consolidated balance sheets of Jefferson-Pilot Corporation and
subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2004. Qur audits also
included the financial statement schedules listed in the Index at item 15(a). These financial statements and
schedules are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Jefferson-Pilot Corporation and subsidiaries at December 31, 2004 and 2003,
and the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2004 in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedules, when considered in relation to the basic financial statements taken as a
whole, present fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of Jefferson-Pilot Corporation and subsidiaries’ internal control over financial
reporting as of December 31, 2004, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
March 11, 2005 expressed an unqualified opinion thereon.

Sanct ¥ LLP

Greensboro, North Carolina
March 11, 2005
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Investments:

Debt securities available-for-sale, at fair value (amortized cost $18,816 and $16,819)

Debt securities held-to-maturity, at amortized cost (fair value $2,514 and $2,918). ...
Equity securities available-for-sale, at fair value (cost $201 and $304) .............
Mortgage loans on real estate .. ..... ... . . ...
Policy 1oans . . ... .. oo e
Real eStale . .. . .
Other INVESTMENES . . ...ttt et e e e e e e e e

Total INVESIMENES . . . .ottt et e
Cash and cash equivalents . ........ ... . . .
Accrued investment INCOME . .. ... ...ttt e e
Due from reinSurers ... ... .. i e
Deferred policy acquisition costs and value of business acquired ... .................
GoodWill . .
Assets held in separate aCCOUNLS ... ... ... .. it ce i
Other ASSCES . . v et vttt e e e e

TOta] ASSELS . . vttt e e

Policy liabilities:
Future policy benefits .. ... ..
Policyholder contract deposits ... ... it
Policy and contract claims .. ...... ...
Other . . e

Total policy Habilities . .. .. ... .. .
Commercial paper and revolving credit borrowings . ........ ... i
Securities sold under repurchase agreements ... ... ...uuiutntnnne e e cnnans
Notes payable .. ... .
Junior subordinated debentures ... ... ...
Currently payable (recoverable) income taxes ...............c.iiiviniiini...
Deferred income tax liabilities. ... ... ...
Liabilities related to separate acCoOUNtS . ... .. .. vn ittt
Accounts payable, accruals and other liabilities ............ ... ... ... ... ..

Total 1Habilities . ... ..ot e e e

Commitments and contingent habilities
Stockholders’ Equity:

Common stock and paid in capital, par value $1.25 per share: authorized
350,000,000 shares; issued and outstanding 2004 — 136,819,214 shares; 2003 —
140,610,540 Shares . . ... oottt

Retained earnings . . ... e

Accumulated other comprehensive income . ...t

Total stockholders’ equity ... ... ... ..ot
Total liabilities and stockholders’ equity .. ......... ... ... .. ... . ... ...,

See Notes to Consolidated Financial Statements
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December 31,

2004 2003

(Dollar Amounts in
Millions Except
Share Information)

$19,725 817,706
2,369 2,752

650 756
3,667 3,472
839 869
125 132
193 65
27,568 25,752
87 72

342 326

1,341 1,340
2,430 2,230

312 312
2,373 2,166
652 498

$35,105  $32,696

$ 309 3§ 2,674
21,694 20,642

232 165
1,144 954
26,166 24,435
188 654
468 401
600 —
309 309
31 (72)
589 543
2,373 2,166
447 454

31,171 28,890

180 176
3,071 2,947
683 683

3,934 3,806

$35,105  $32,696




JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

2004

2003

2002

(Dollar Amounts in
Millions Except
Share Information)

Revenue:
Premiums and other considerations . ...........c.couiritien e, $1,293 $ 951 $ 841
Universal life and investment product charges....................... ... .. ... 732 691 638
Net INVEStMENt INCOMIE . o vttt ettt ettt et e e e e e e 1,672 1,657 1,634
Realized investment gains (10SS€S) ... ...t 4] @7 22)
Communications Sales .. . ... .. ..ttt e 241 216 210
Broker-dealer concessions and other . ............ ... .. o i i, 123 105 105
TOtal TEVENUE . . . ot oo et e e e e e 4,102 3,573 3,406
Benefits and Expenses:
Insurance and annuity benefits ....... ... ... . i 2,287 2,005 1914
Insurance commissions, net of deferrals. . ........ ... . i i 250 108 115
General and administrative expenses, net of deferrals . ........................ 184 149 167
Insurance taxes, licenses and fees........... ... ... ... . ... .. . .. ... 73 73 78
Amortization of policy acquisition costs and value of business acquired ......... 287 341 286
Interest EXPense ... ...t 48 34 36
Communications OPEratioNS. . . ...\ v ittt ittt ettt e 133 125 125
Total benefits and eXpenses . ........ooviiii it A 3,262 2,835 2,721
Income before income taxes and cumulative effect of change in accounting
PIINCIPIE . oo e 840 738 685
INCOME taXeS .. ..ot e 277 246 235
Income before cumulative effect of change in accounting principle ............. 563 492 450
Cumulative effect of change in accounting for long-duration contracts, net of taxes (7 — —
NEEIICOMIE . . o v\ttt et et e e e et et e e $ 546 $ 492 § 450
Per Share Information:
Income before cumulative effect of change in accounting principle, net of taxes... $ 4.08 § 347 § 3.07
Cumulative effect of change in accounting for long-duration contracts, net of taxes (0.12) — —
Net INCOME . .. ... it $ 396 $347 $3.07
Per Share Information — assuming dilution:
Income before cumulative effect of change in accounting principle, net of taxes... $ 4.04 $ 344 $ 3.04
Cumulative effect of change in accounting for long-duration contracts, net of taxes 0.12) — —
Netincome ................ A $392 $344 $ 3.04

See Notes to Consolidated Financial Statements




JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Commen Stock Accumulated Other Total
and Comprehensive Stockholders’
Paid in Capital Retained Earnings Income Equity
(Dollar Amounts in Millions Except Share Information)
Balance, January 1,2002 .............. $188 $2,789 $414 $3,391
Netincome. ... ..oouuiineniinaninnns — 450 — 450
Change in fair value of derivative
financial instruments, net of taxes .... — — 9 9
Unrealized gain on available-for-sale
securities, net of taxes .............. — —_ 187 187
Comprehensive income ............... 646
Common dividends declared $1.20 per
share . ... ..o i — (175) — (175)
Common stock issued ................ 22 — — 22
Common stock reacquired. ............ (30) (314) — (344)
Balance, December 31,2002............ 180 2,750 610 3,540
Netincome.........oovvinveennnnn.. — 492 — 492
Change in fair value of derivative
financial instruments, net of taxes . ... — — (5) (5)
Unrealized gain on available-for-sale
securities, net of taxes . ............. — — 78 . 78
Comprehensive income ............... 565
Common dividends declared $1.32 per
share ......... .. — (187) — (187)
Common stock issued ................ 43 — — 43
Common stock reacquired. ............ 47) (108) — (155)
Balance, December 31, 2003............ 176 2,947 683 3,806
Netincome......................... — 546 — 546
Change in fair value of derivative
financial instruments, net of taxes .... — — 3) 3
Minimum pension liability, net of taxes — — 9 9
Unrealized gain on available-for-sale
securities, net of taxes . ............. — — 12 12
Cdmprehcnsive ncome ............... 546
Common dividends declared $1.52 per
share . ... ... . — (208) — (208)
Common stock issued ................ 64 — — 64
Common stock reacquired............. (60) (214) — (274)
Balance, December 31,2004............ 180 $3,071 $683 $3,934

See Notes to Consolidated Financial Statements



JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2004 2003 2002
(Dollar Amounts in Millions)

Cash Flows from Operating Activities

NEtINCOME . . ..ottt e $ 546 $ 492 $ 450
Adjustments to reconcile net income to net cash provided by operating
activities:
Change in policy liabilities other than deposits .. ..................... . 251 121 103
Credits to policyholder accounts, net . ... 78 96 165
Deferral of policy acquisition costs and sales inducements, net of
AMOTHZALION .+ . L ot vttt et et e et e e (233) 221) Q77
Change in receivables and asset accruals ... ........ ... ... 0. ... 24 (40) 15
Change in payables and expense accruals ............... [ 123 55 127)
Realized investment [osses (gains) . ...........co i ennain.s 41) 47 22
Depreciation and amortization . ...............uriiirninrnenrnanns 24 (33) 23)
Amortization of value of business acquired, net ....................... (3) 52 77
Group coinsurance assumed . ....... ... i e 329 — —
Other . . .o (59) (32) 2)
Net cash provided by operating activities ...................... 991 537 403

Cash Flows from Investing Activities
Securities available-for-sale:

Sales o 1,422 1,370 719
Maturities, calls and redemptions .. .......... . ..ot 1,716 3,392 1,848
Purchases .. ... e (4,994) (6,242) (4,214)
Securities held-to-maturity:
Sales . 39 31 86
Maturities, calls and redemptions .. ......... ... .. . ... ... .. 361 527 425
Purchases . ... oo e ) (299) (227)
Repayments of mortgage 1oans ... ... i 406 205 188
Mortgage loans originated . . ........ .. ... ... .. e (587) (382) (394)
Increase (decrease) in policy loans, net ....... ... ... . ... ... ... ...... (1D 7 2
Purchase of radio station assets .............. ..., (18) — —
Other investing activities, NEL . ... ... ...ttt i, (113) 29 (32)
Net cash used in investing activities . .......................... (1,786) (1,420) (1,599)
Cash Flows from Financing Activities
Policyholder contract deposits. .. ... vttt e 2,906 2,525 2,867
Withdrawals of policyholder contract deposits. .. ........................ (1,884) (1,444)  (1,463)
Borrowings of notes payable. . ... ... ... .. 600 — —
Borrowings under short-term credit facilities............................ 5,545 5,178 3,643
Repayments under short-term credit facilities ..................... ... ... 6,011) 4,977 (3,487)
Net proceeds (payments) from securities sold under repurchase agreements. . . 67 (98) 208
Cashdividends patd . .. ... .. . (203) (184) (173)
Common stock transactions, Det .. ... ... i (210) (112) (321
Other financing activities, net .. ............. ... i — — (150)
Net cash provided by financing activities. ...................... 810 888 1,124
Net increase (decrease) in cash and cash equivalents .. ........... 15 5 (72)
Cash and cash equivalents, beginning. . ......... ... ... ... ... ... 72 67 139
Cash and cash equivalents, ending ............ ... .. ... ... .. ... $ 8 $ 72 $ 67
Supplemental Cash Flow Information
Federal income taxes paid . .......... et e $ 8 $§ 236 §$ 222
Interest paid . ... ..o $ 46 $ 37 § 45

See Notes to Consolidated Financial Statements
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in millions, except share information)
December 31, 2004

NOTE 1. NATURE OF OPERATIONS
Nature of Operations

Jefferson-Pilot Corporation (with its subsidiaries, referred to as the Company) operates in the insurance,
securities and broadcasting industries. Life insurance, annuities, disability and dental insurance are currently
marketed to individuals and businesses in the United States through the Company’s principal life insurance
subsidiaries: Jefferson-Pilot Life Insurance Company (JP Life), and Jefferson Pilot Financial Insurance Company
(JPFIC) and its subsidiary, Jefferson Pilot LifeAmerica Insurance Company (JPLA). Jefferson Pilot Securities
Corporation (with related entities, JPSC) is a registered non-clearing broker/dealer that sells affiliated and non-
affiliated variable life and annuity products and other investment products, including mutual funds, stocks, bonds
and other investments. Collectively, these insurance and securities subsidiaries are referred to as JP Financial.
Broadcasting operations are conducted by Jefferson-Pilot Communications Company (JPCC) and consist of radio
and television broadcasting, through facilities located in strategically selected markets in the Southeastern and
Western United States, and sports program production.

Reinsurance Transaction

Effective March 1, 2004, the Company acquired via a reinsurance transaction substantially all of the in-force
U.S. group life, disability and dental business of The Canada Life Assurance Company (Canada Life), an indirect
subsidiary of Great-West Lifeco Inc.

Upon closing, Canada Life ceded, and the Company assumed, approximately $400 of policy liabilities. The
Company also received assets, primarily comprised of cash, in support of those liabilities. The deferred policy
acquisitions costs recorded in the transaction are being amortized over 15 years, representing the premium-paying
period of the blocks of policies acquired. An intangible asset of $25, attributable to the value of the distribution
system acquired in the transaction, was recorded in other assets within the consolidated balance sheets and is
being amortized over 30 years, representing the period over which the Company expects to earn premiums from
new sales stemming from the added distribution capacity. The revenues and benefits and expenses associated with
these blocks are presented in the Company’s consolidated statements of income in a manner consistent with the
Company’s accounting policies.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States (GAAP). The insurance subsidiaries also submit financial statements to
insurance industry regulatory authorities. Those financial statements are prepared on the basis of statutory
accounting practices (SAP) and are significantly different from financial statements prepared in accordance with
GAAP. See Note 11.

Certain amounts in prior years have been reclassified to conform with the current year presentation.

Principles of Consolidation

The consolidated financial statements include the accounts of Jefferson-Pilot Corporation and all of its
subsidiaries. All material intercompany accounts and transactions have been eliminated. The Company has two
equity investments in which it owns less than 50%, but greater than 20%. The Company does not exercise control
over any of these entities and therefore, does not consolidate these entities. The Company accounts for these
investments on the equity method. Neither the carrying value on the balance sheet nor the equity in earnings on
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the income statement related to these investments is material. In accordance with the provisions of Financial
Accounting Standards Board issued Interpretation No. 46(R), “Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin No. 51 (the Interpretation), as of December 31, 2003, the
Company deconsolidated two variable interest entities, as defined in the Interpretation, that had previously been
consolidated. All periods presented have been restated accordingly.

Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions affecting
the reported amounts of assets and liabilities and the disclosures of contingent assets and liabilities as of the date
of the financial statements, and the reported amounts of revenue and expenses for the reporting period. Those
estimates are inherently subject to change and actual results could differ from those estimates. Included among
the material (or potentially material) reported amounts and disclosures that require extensive use of estimates are:
fair value of certain invested assets, asset valuation allowances, deferred policy acquisition costs, goodwill, value
of business acquired, policy liabilities, unearned revenue, pension plans and the potential effects of resolving
litigated matters.

Earnings Per Share

Basic earnings per share is computed by dividing income attributable to common stockholders by the
weighted average number of common shares outstanding for the period. Diluted earnings per share reflects the
potential dilution that could occur if securities or other contracts to issue common stock were exercised.

Debt and Equity Securities

Debt and equity securities are classified as either securities held-to-maturity, which are stated at amortized
cost and consist of securities the Company has the positive intent and ability to hold to maturity, or securities
available-for-sale, which are stated at fair value with net unrealized gains and losses included in accumulated
other comprehensive income, net of deferred income taxes and adjustments to deferred policy acquisition costs
and value of business acquired.

Amortization of premiums and accrual of discounts on investments in debt securities are reflected in
earnings over the contractual terms of the investments in a manner that produces a constant effective yield.
Investment securities are regularly reviewed for impairment based on criteria that include the extent to which cost
exceeds market value, the duration of the market decline, and the financial health of and specific prospects for the
issuer. Unrealized losses that are considered to be other-than-temporary are recognized in realized gains and
losses. See Note 4 for further discussion of the Company’s policies regarding identification of other-than-
temporary impairments. Realized gains and losses on dispositions of securities are determined by the specific-
identification method.

Mortgage and Policy Loans

Mortgage loans on real estate are stated at unpaid balances, net of estimated unrecoverable amounts. In
- addition to a general estimated impairment allowance, a specific allowance for unrecoverable amounts is provided
for when a mortgage loan becomes impaired. Changes in the allowances are reported as realized investment gains
(losses) within the consolidated statements of income. Mortgage loans are considered impaired when it becomes
probable the Company will be unable to collect the total amounts due, including principal and interest, according
to the contractual terms of the loan. Such an impairment is measured based upon the present value of expected
cash flows discounted at the effective interest rate on both a loan-by-loan basis and by measuring aggregated
loans with similar risk characteristics. Interest on mortgage loans is recorded until collection is deemed
improbable. Policy loans are stated at their unpaid balances.
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Real Estate and Other Investments

Real estate acquired by foreclosure is stated at the lower of depreciated cost or fair value less estimated costs
to sell. Real estate not acquired by foreclosure is stated at cost less accumulated depreciation. Real estate,
primarily buildings, is depreciated principally by the straight-line method over estimated useful lives ranging
from 30 to 40 years. Accumulated depreciation was $59 and $55 at December 31, 2004 and 2003. Other
investments are stated at equity, fair value or the lower of cost or market, as appropriate.

Cost of real estate is adjusted for impairment whenever events or changes in circumstances indicate the
carrying amount of the asset may not be recoverable. Impaired real estate is written down to estimated fair value
with the impairment loss being included in realized gains and losses. Impairment losses are based upon the
estimated fair value of real estate, which is generally computed using the present value of expected future cash
flows from the real estate discounted at a rate commensurate with the underlying risks.

Cash and Cash Equivalents

The Company includes with cash and cash equivalents its holdings of highly liquid investments that mature
within three months of the date of purchase.

Reinsurance Balances and Transactions

Reinsurance receivables include amounts related to paid benefits and estimated amounts related to unpaid
policy and contract claims, future policy benefits and policyholder contract deposits. The cost of reinsurance is
accounted for over the terms of the underlying reinsured policies using assumptions consistent with those used to
account for the policies.

Deferred Policy Acquisition Costs and Value of Business Acquired

Costs related to obtaining new and renewal business, including commissions and incentive compensation,
certain costs of underwriting and issuing policies, and certain agency office expenses, all of which vary with and
are primarily related to the production of new and renewal business, are deferred.

Our traditional individual and group insurance products are long-duration contracts. Deferred policy
acquisition costs related to these products are amortized over the expected premium paying periods using the
same assumptions for anticipated premium revenue that are used to compute liabilities for future policy benefits.
For fixed universal life and annuity products, these costs are amortized at a constant rate based on the present
value of the estimated future gross profits to be realized over the terms of the contracts. Estimates of future gross
profits are determined based upon assumptions for mortality, interest spreads, lapse rates, and policy fees earned.

Value of business acquired represents the actuarially determined present value of anticipated profits to be
realized from life insurance and annuity business acquired in business combinations, using the same assumptions
used to value the related liabilities. Amortization of the value of business acquired occurs over the related contract
periods, using ‘current crediting rates to accrete interest and a constant amortization rate based on the present
value of expected future profits for fixed universal life and annuity products.

Deferred policy acquisition costs and the value of business acquired for variable life and annuity products
are amortized utilizing mean reversion techniques. In calculating the estimated gross profits for these products the
Company utilizes a long-term total net return on assets of 8.25% and a five-year reversion period. The reversion
period is a period over which a short-term return assumption is utilized to maintain the model’s overall long-term
rate of return. The Company caps the reversion rate of return at 8.25% for one year and 10% for years two
through five. Mean reversion techniques result in the application of reasonable yield assumptions to trend the
long-term rate of return back to the assumed rate over a period of time following a historical deviation from the
assumed long-term rate.
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JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The carrying amounts of deferred policy acquisition costs and value of business acquired are adjusted for the
effect of non-credit-related realized gains and losses, credit-related gains, and the effects of unrealized gains and
losses on debt securities classified as available-for-sale. Deferred policy acquisition costs and value of business
acquired are not adjusted for the effect of credit-related losses, rather as a part of the investment income
allocation process a charge, referred to as a default charge, is made against the investment income allocated to the
Individual Products, Annuity and Investment Products, and Benefit Partners segments. The default charge is
based upon the credit quality of the assets supporting each segment and is meant to replicate the expected credit
losses that will emerge over an economic cycle. Through this mechanism, the Individual Products, Annuity and
Investment Products, and Benefit Partners segments pay a relatively level charge to the corporate segment and in
return are reimbursed when credit-related losses actually occur. See Note 6 for further discussion.

At least annually, the assumptions used to estimate future gross profits in calculating the amortization of
deferred policy acquisition costs and value of business acquired are evaluated in relation to emerging experience.
When actual experience varies from the assumptions, adjustments are made in the quarter in which the evaluation
of the respective blocks of business is completed. The effects of changes in estimated future gross profits on
unamortized deferred policy acquisition costs and value of business acquired, referred to as unlockings, are
reflected in amortization expense within the consolidated statements of income.

Deferred policy acquisition costs and value of business acquired are reviewed periodically to determine that
the unamortized portion does not exceed the expected recoverable amounts. No significant impairment
adjustments have been reflected in the results of operations for the years presented.

Goodwill

Goodwill (purchase price in excess of net assets acquired in a business combination) carrying amounts are
regularly reviewed for indications of value impairment, with consideration given to financial performance and
other relevant factors. In addition, certain events including a significant adverse change in legal factors or the
business climate, an adverse action or assessment by a regulator, or unanticipated competition would cause the
Company to review carrying amounts of goodwill for impairment. When considered impaired, the carrying
amounts are written down using a combination of fair value and discounted cash flows. The Company ceased
amortizing goodwill on January 1, 2002 in accordance with an accounting standard that took effect on that date.
Accumulated amortization was $41 at December 31, 2004 and 2003.

Separate Accounts

Separate account assets and liabilities represent funds segregated for the benefit of certain policyholders who
bear the investment risk. The separate account assets and liabilities, which are equal, are recorded at fair value.
Policyholder account deposits and withdrawals, investment income and realized investment gains and losses in
the separate accounts are excluded from the amounts reported in the consolidated statements of income. Fees
charged on separate account policyholders’ deposits are included in universal life and investment product charges
in the consolidated statements of income.

Film and Program Rights

Film and program rights result from license agreements under which the Company has acquired rights to
broadcast certain television program material and are stated at cost less amortization. The cost of rights acquired
is recorded as an asset within other assets, and an offsetting liability is also recorded in other liabilities when the
cost is known or reasonably determinable, and the program material has been accepted and made available for
broadcast. Amortization is determined using both straight-line and accelerated methods based on the terms of the
license agreements. Carrying amounts are regularly reviewed by management for indications of impairment and
are adjusted when appropriate to estimated amounts recoverable from future broadcast of the applicable program
material.
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Property and Equipment

Property and equipment, which is included in other assets in the consolidated balance sheets, is stated at cost
and depreciated principally by the straight-line method over estimated useful lives of 30 to 50 years for buildings
and approximately 10 years for other property and equipment. Accumulated depreciation was $223 and $204 at
December 31, 2004 and 2003. Property and equipment is adjusted for impairment whenever events or changes in
circumstances indicate the carrying amount of the asset may not be recoverable. In such cases, the cost basis of
the property and equipment is reduced to fair value with the impairment loss being included in realized gains and
losses. '

Future Policy Benefits and Other Policy Liabilities

Liabilities for future policy benefits on traditional life and disability insurance are computed by the net level
premium valuation method based on assumptions about future investment yield, mortality, morbidity and
persistency. Estimates about future circumstances are based principally on historical experience and provide for
possible adverse deviations.

Liabilities related to no-lapse guarantees (secondary guarantees) on universal life-type products are included
in other policy liabilities within the consolidated balance sheets. These liabilities are calculated by multiplying
the benefit ratio (present value of total expected secondary guarantee benefits over the life of the contract divided
by the present value of total expected assessments over the life of the contract) by the cumulative assessments
recorded from contract inception through the balance sheet date less the cumulative secondary guarantee benefit
payments plus interest. If experience or assumption changes result in a new benefit ratio, the reserves are
unlocked to reflect the changes in a manner similar to deferred policy acquisition costs and value of business
acquired. The accounting for secondary guarantee benefits impacts, and is impacted by, estimated future gross
profits used to calculate amortization of deferred policy acquisition costs, value of business acquired, deferred
sales inducements, and unearned revenue.

Policyholder Contract Deposits

Policyholder contract deposits consist of policy values that accrue to holders of universal life-type contracts
and annuities. The liability is determined using the retrospective deposit method and is presented before
deduction of potential surrender charges.

Policy and Contract Claims

The liability for policy and contract claims consists of the estimated amount payable for claims reported but
not vyet settled and an estimate of claims incurred but not reported, which is based on historical experience,
adjusted for trends and circumstances. Management believes that the recorded liability is sufficient to provide for
claims and the associated claims adjustment expenses incurred through the balance sheet date.

Recognition of Revenue

Premiums on traditional life insurance products are reported as revenue when received unless received in
advance of the due date. Premiums on traditional accident and heaith, disability income and dental insurance are
reported as earned over the contract period. A reserve is provided for the portion of premiums written that relates
to unexpired coverage terms.

Revenue from universal life-type and annuity products includes charges for the cost of insurance, initiation
and administration of the policy and surrender of the policy. Revenue from these charges is recognized in the year
assessed to the policyholder, except that any portion of an assessment that relates to services to be provided in
future years is deferred as unearned revenue and is recognized as income over the period during which services
are provided based upon estimates of future gross profits. The net of amounts deferred and amounts recognized is
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reflected in universal life and investment product charges in the consolidated statements of income. The effects of
changes in estimates of future gross profits, referred to as unlockings, on unearned revenue are reflected in the
consolidated statements of income within universal life and investment product charges in the period such
revisions occur.

Communications sales are recognized as earned and are presented net of agency and representative
commissions.

Concession income of the broker/dealer subsidiaries is recorded as earned.

Recognition of Benefits and Expenses

Benefits and expenses, other than deferred policy acquisition costs, related to traditional life, accident and
health, disability income and dental insurance products are recognized when incurred in a manner designed to
match them with related premiums and to spread income recognition over expected policy lives (see preceding
discussion of policy liabilities). For universal life-type and annuity products, benefits include interest credited to
policyholders’ accounts, which is recognized as it accrues.

Income Taxes

The Company and its subsidiaries file a consolidated life/nonlife federal income tax return. Deferred income
taxes are recorded on the differences between the tax bases of assets and liabilities and the amounts at which they
are reported in the consolidated financial statements. Recorded amounts are adjusted to reflect changes in income
tax rates and other tax law provisions as they become enacted and represent the best estimate of income taxes that
will ultimately be sustained.

Stock-Based Compensation

The Company accounts for stock incentive awards in accordance with Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees” (APB 25), and accordingly, recognizes no compensation
expense for stock option awards to employees or directors when the option price is not less than the market value
of the stock at the date of award. The Company recognizes expense utilizing the fair value method in accordance
with Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
(SFAS 123), for stock options granted to non-employees, specifically agents.

SFAS 123 requires the presentation of pro forma information as if the Company had accounted for its
employee and director stock options under the fair value method of that Statement. The following is a
reconciliation of reported net income and proforma information as if the Company had adopted SFAS 123 for its
employee and director stock option awards.

Year Ended December 31,
2004 2003 2002

Net income, as reported . ...... ..ottt e $546 $492 $450
Deduct: Total stock-based employee compensation expense determined

under fair value based method for all awards, net of related tax effects - 8 6 11
Pro forma net inCome .. .........iuriiiiiii $538 $486 $439
Earnings per share, asreported . ... ... . i i $3.96 $347 $3.07
Pro forma earnings per share ............. ... i, $3.90 8342  $2.99
Earnings per share — assuming dilution, as reported .................. $3.92 $344 $3.04
Pro forma earnings per share — assuming dilution . ................... $3.86 $340 $2.96

As discussed later under New Accounting Pronouncements, the Company will adopt a new accounting
method for stock-based compensation in 2005.
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New Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 123 (revised 2004), “Share Based Payment” (SFAS 123-R), which prescribes fair
value expense recognition for stock options and is effective for interim and annual periods ending after June 15,
2005. As discussed above, the Company currently accounts for employee stock options using the intrinsic value
method of APB 25, and related interpretations, and discloses the impact of the fair value method prescribed by
SFAS 123 through footnote disclosure only. Under APB 25, the Company does not recognize any stock-based
compensation expense for employee stock options because all options granted have an exercise price equal to the
market value of the underlying stock on the date of grant. The Company is required to adopt the provisions of
SFAS 123-R by July 1, 2005 under the modified prospective method. Under this method, the fair value of all
employee stock options vesting on or after the adoption date will be included in the determination of net income.
The Company also plans to restate prior periods using the modified retrospective application described in
SFAS 123-R. The fair value of stock options will be estimated using an appropriate fair value option-pricing
model considering assumptions for dividend yield, expected volatility, risk-free interest rate, and expected life of
the option. The fair value of the option grants will be amortized on a straight-line basis over the three-year vesting
period of the awards. The adoption of SFAS 123-R will reduce our earnings per share as described in our
proforma disclosures discussed earlier within the stock-based compensation section of Note 2. Howéver, the
implementation of more sophisticated modeling techniques may reduce this impact.

On May 19, 2004, the FASB issued FASB Staff Position 106-2, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (FSP 106-2). FSP
106-2 was issued to interpret Medicare Prescription Drug, Improvement and Modernization Act of 2003 (Act)
signed into law on December 8, 2003. This Act introduces a prescription drug benefit under Medicare beginning
in 2006. Under the Act, employers who sponsor postretirement plans that provide prescription drug benefits that
are actuarially equivalent to Medicare qualify to receive subsidy payments. The Company adopted FSP 106-2
effective July 1, 2004 under the prospective application approach. Accordingly, the Company remeasured its plan
assets and Accumulated Postretirement Benefit Obligation (“APBO”’) as of that date to account for the subsidy
and other effects of the Act. See Note 13 for further discussion.

In March 2004, the Emerging Issues Task Force (EITF) of the FASB reached a consensus on Issue 03-1,
“The Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments” (EITF 03-1).
This issue establishes impairment models for determining whether to record impairment losses associated with
investments in certain equity and debt securities. In September 2004, the FASB issued FSP EITF 03-1-1,
“Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, ‘The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments’”’, which indefinitely deferred the effective date of the
other-than-temporary impairment provisions of EITF 03-1 related to interest rates and sector spreads until such
time as the FASB issues further implementation guidance. The Company continues to monitor developments
concerning this guidance and is currently unable to estimate the potential effects of implementing the impairment
provisions of EITF 03-1 on the Company’s consolidated financial position or results of operations.

In December 2003, the FASB issued Statement of Financial Accounting Standards No. 132 (Revised),
“Employers’ Disclosures about Pensions and Other Postretirement Benefits” (SFAS 132-R) which revises
employers’ disclosures about pension plans and other postretirement benefit plans. It does not require change in
the measurement or recognition of those plans. This statement was effective for financial statements with fiscal
years ending after December 15, 2003. See Note 13 for the related disclosures.

In July 2003, the Accounting Standards Executive Committee of the American Institute of Certified Public
Accountants (AcSEC) issued Statement of Position 03-1 “Accounting and Reporting by Insurance Enterprises
for Certain Nontraditional Long-Duration Contracts and for Separate Accounts” (SOP 03-1). SOP 03-1
addresses: (i) separate account presentation; (ii) accounting for an insurance company’s proportionate interest in
separate accounts; (iii) transfers of assets from the general account to a separate account; (iv) valuation of certain
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insurance liabilities and policy features such as guaranteed minimum death benefits and annuitization benefits;
and (v) accounting for sales inducements. SOP 03-1 was effective January 1, 2004 and was adopted through an
adjustment for the cumulative effect of a change in accounting principle originally amounting to $13.

In June 2004, the FASB issued FSP 97-1 “Situations in Which Paragraphs 17(b) and 20 of FASB Statement
No. 97, Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts and for
Realized Gains and Losses from the Sale of Investments, Permit or Require Accrual for an Unearned Revenue
Liability”. FSP 97-1 clarifies the accounting for unearned revenue liabilities of certain universal-life type
contracts under SOP 03-1. The Company’s adoption of FSP 97-1 on July 1, 2004 had no impact on the
Company’s consolidated financial position or results of operations.

In September 2004, the AICPA SOP 03-1 Implementation Task Force issued Technical Practice Aids (the
TPAs) clarifying certain provisions of SOP 03-1. As a result of this additional guidance, we restated the
cumulative effect adjustment as of January 1, 2004 from $13 to $17. This cumulative effect adjustment related
primarily to the establishment of additional policy liabilities for secondary guarantees contained in our newer
products and accounting for sales inducements resident in certain of our older policies. While we had previously
provided for these items in our financial statements, SOP 03-1 prescribed new methods of valuation. Each of
these items was at least partially offset by adjustments to related balances of deferred policy acquisition costs or
value of business acquired, or in the case of sales inducements, by the establishment of a deferred sales
inducement asset which is reported in other assets within the consolidated balance sheets. The gross amount of
additional policy liabilities established was approximately $15, with $0.1 pertaining to guaranteed minimum
death benefits on variable universal life (VUL) products. No additional reserves were necessary related to
minimum guaranteed death benefits on variable annuities (VAs), as our already-existing policy liabilities (which
were less than $1) proved to be adequate under the new standard with respect to this feature. In addition to the
cumulative effect of adoption, SOP 03-1 (including the effect of the TPAs) reduced our income before cumulative
effect of change in accounting principle for the year ended December 31, 2004 by $7. At December 31, 2004, the
amount of SOP 03-1 policy liabilities included within other policy liabilities in the consolidated balance sheets
was $42.

The Company has policies in force containing two primary types of sales inducements: 1) day one bonuses
on fixed annuities, which are in the form of either an increased interest rate for a stated period or an additional
premium credit; and 2) persistency-related interest crediting bonuses. The fixed annuity bonuses were previously
being capitalized and amortized as a component of deferred policy acquisition costs. Thus, there was no
cumulative impact upon adoption other than a balance sheet reclassification of the deferred amount out of
deferred policy acquisition costs into deferred sales inducements. The persistency-related bonuses were
previously expensed on a pay-as-you-go basis. These bonuses are now accrued over the period in which the
policy must remain in force for the policyholder to qualify for the inducement. Capitalized sales inducements are
amortized using the same methodology and assumptions used to amortize deferred policy acquisition costs.

The following table rolls forward our deferred sales inducement asset for the twelve months ended
December 31, 2004.

Balance, December 31, 2003 .. .. .. $—
Cumulative impact of adoption, including $30 reclassified from deferred policy acquisition

0TS v e i e e e 68
Additional amounts deferred ... ... ... ... . 15
AMOIHZAION .« oL vttt et et e e e e e (D
Balance, December 31, 2004 . . .. . $76

Separate account assets and liabilities represent funds segregated for the benefit of certain policyholders who
bear the investment risk. SOP 03-1 did not impact our accounting policies with respect to separate accounts, as
they meet the criteria for summary presentation contained in SOP 03-1. Separate account assets and liabilities are
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equal and are recorded at fair value. Policyholder deposits and withdrawals, investment income and related
realized investment gains and losses in the separate account are excluded from the amounts reported in our
income statement. Fees charged on separate account policyholder deposits are included in universal life and
investment product charges. The policies reported in our separate accounts are VA and VUL policies. As
indicated above, the amounts of minimum guarantees or other similar benefits related to these policies are
negligible.

The FASB has issued Interpretation No. 46 (revised December 2003), “Consolidation of Variable Interest
Entities, an Interpretation of Accounting Research Bulletin No. 51" (FIN 46). Under FIN 46, an enterprise
consolidates a variable interest entity (VIE), as defined, if the enterprise absorbs a majority of the VIE’s expected
losses, receives a majority of its expected residual returns, or both, as a result of ownership, contractual or other
financial interests in the VIE. Prior to FIN 46, entities were generally consolidated by an enterprise only when it
had a controlling financial interest through ownership of a majority voting interest in the entity. In accordance
with FIN 46, effective December 31, 2003, the Company deconsolidated Jefferson Pilot Capital Trust A and
Jefferson Pilot Capital Trust B (the Trusts), VIEs that issued $300 of redeemable preferred securities in private
placement transactions in 1997. The redeemable preferred securities were previously presented in the Company’s
financial statements as Capital Securities in the consolidated balance sheets. Dividends on the Capital Securities
were presented in the consolidated statements of income as a deduction to arrive at net income available to
common stockholders, and as a financing outflow on the consolidated statements of cash flows. As a result of the
deconsolidation of the Trusts, the consolidated balance sheets now reflect junior subordinated debentures
purchased from the Company by the Trusts in 1997, which had previously been eliminated in consolidation.
Interest expense on the junior subordinated debentures is presented as interest expense in the consolidated
statements of income and is presented as an operating cash outflow on the consolidated statements of cash flow.

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 141,
“Business Combinations” (SFAS 141) and Statement of Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets” (SFAS 142). SFAS 141 requires that all business combinations initiated after
June 30, 2001, be accounted for under the purchase method of accounting and establishes specific criteria for the
recognition of intangible assets separately from goodwill. SFAS 142 primarily addresses the accounting for
goodwill and intangible assets subsequent to their acquisition. In accordance with the statements, the Company
no longer amortizes goodwill nor certain other intangible assets (primarily Federal Communication Commission
Licenses), but rather tests these intangible assets for impairment at least on an annual basis. The Company
completed its annual test of impairment in the second quarter of 2004 and concluded that there had been no
impairments. No subsequent events have occurred that would have led to impairment of goodwill and other
intangibles.
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NOTE 3. INCOME PER SHARE OF COMMON STOCK

The following table sets forth the computation of earnings per share before cumulative effect of change in
accounting principle and earnings per share assuming dilution before cumulative effect of change in accounting

principle.
Year Ended December 31,

2004 2003 2002

Numerator:
Numerator for net income per share and net
income per share — assuming dilution —
Income before cumulative effect of change in
accounting principle ........ ... ... .. ... $ 563 § 492 § 450

Denominator:
Denominator for net income per share —
weighted-average shares outstanding . ......... 137,999,364 141,795,065 146,846,698
Effect of dilutive securities:
Emplovee, director and agent stock options . . .. 1,213,670 1,072,150 1,375,644

Denominator for net income per share — assuming
dilution — adjusted weighted-average shares
outstanding ............... i 139,213,034 142,867,215 148,222,342

Income per share, before cumulative effect of
change in accounting principle .............. $ 408 $ 347§ 3.07

Income per share — assuming dilution, before
cumulative effect of change in accounting
principle. .. ... ... $ 404 3§ 344 § 3.04

For the years ended December 31, 2004, 2003 and 2002, 165,736, 1,247,825 and 894,037 options, weighted
for the portion of the period they were outstanding, with a weighted average exercise price of $52.97, $46.83 and
$46.77 per share, were excluded from the computation of diluted earnings per share because the options, based
upon the application of the treasury stock method, were anti-dilutive.
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NOTE 4. INVESTMENTS
Summary Cost and Fair Value Information

Aggregate cost or amortized cost, aggregate fair value and gross unrealized gains and losses are as follows:
December 31, 2004

Cost or Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains (Losses) Value
Available-for-sale, carried at fair value
U.S. Treasury obligations and direct obligations of
U.S. Government agencies . ...........ouvernuenronennn. § 253 $ 13 $— $ 266
Federal agency issued mortgage-backed securities (including
collateralized mortgage obligations) ...................... 1,610 64 ) 1,670
Obligations of states and political subdivisions ............... 57 4 — 61
Corporate obligations . ... ... ... ... i i i 16,225 853 (51) 17,027
Corporate private-labeled mortgage-backed securities (including
collateralized mortgage obligations) ...................... 659 . 31 (2) 688
Redeemable preferred stocks ............. ... ... oL 12 1 — 13
Subtotal, debt securities .. ....... ... 18,816 966 (57) 19,725
Equity SecUrities . ........uun i 201 449 — 650
Securities available-for-sale ...........cccv i, $19,017 $1.415 $(57)  $20,375
Held-to-maturity, carried at amortized cost
Obligations of state and political subdivisions ................ $ 6 $ 1 $ — $ 7
Corporate obligations .............. ... i 2,363 153 (9) 2,507
Debt securities held-to-maturity . ... ..o $ 2,369 $ 154 $(@ $2514
December 31, 2003
Cost or Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains (Losses) Value
Available-for-sale, carried at fair value
U.S. Treasury obligations and direct obligations of
U.S. Government agencCies ... ...ouuuueniineeeenaecnnen s $ 247 $ 21 $ — $ 268
Federal agency issued mortgage-backed securities (including
collateralized mortgage obligations) ...................... 2,045 111 4 2,152
Obligations of states and political subdivisions ............... 211 4 2) 213
Corporate obligations ........... .. ... i 13,582 821 (96) 14,307
Corporate private-labeled mortgage-backed securities (including
collateralized mortgage obligations) ...................... 721 34 3) 752
Redeemable preferred stocks ........ ... ... il 13 1 — 14
Subtotal, debt securities .. ... . . .. 16,819 992 (1035) 17,706
Equity Securities ... ... vt 304 454 2) 756
Securities available-for-sale .. ...... ... ... .. .. ... .. ... ... $17,123 $1,446 $(107)  $18,462
Held-to-maturity, carried at amortized cost
Obligations of state and political subdivisions ................ $ 7 $ 1 $ — $ 8
Corporate obligations .. ....... oo 2,745 186 21) 2,910
Debt securities held-to-maturity . ... ..o $ 2,752 $ 187 $ 21y $2918
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Contractual Maturities

Aggregate amortized cost and aggregate fair value of debt securities as of December 31, 2004, according to
maturity date, are as indicated below. Contractual maturity dates were utilized for all securities except for
mortgage-backed securities, which are based upon estimated maturity dates. Actual future maturities may differ
from the contractual maturities shown because the issuers of certain debt securities have the right to call or prepay
the amounts due the Company, with or without penalty.

Available-for-sale Held-to-maturity

Amortized Fair Amortized Fair

Cost Value Cost Value
Due in one year or Iess .. ....oovve i $ 492 $§ 502 $ 193 $ 196
Due after one year through five years ......................... 4,129 4,331 774 812
Due after five years through ten years . .............. ..., 8,039 8,367 933 995
Due after ten years through twenty years ...................... 3,073 3,232 378 406
Due after twenty years .............oviuiiiiiiniiinnan.. 2,994 3,207 91 105
Amounts not due at a single maturity date ..................... 7 73 — —
18,804 19,712 2,369 2,514
Redeemable preferred stocks. .. ....... .o i il 12 13 — —

$18,816 $19,725 $2,369 $2,514

Securities Lending

In its securities lending program, the Company generally receives cash collateral in an amount that is in
excess of the market value of the securities loaned. Market values of securities loaned and collateral are
monitored daily, and additional collateral is obtained as necessary. The market value of securities loaned and
collateral received amounted to $5 and $5 at December 31, 2004 and $637 and $659 at December 31, 2003.
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Changes in Net Unrealized Gains on Securities

Changes in amounts affecting net unrealized gains included in other comprehensive income, reduced by
deferred income taxes, are as follows:

Net Unrealized Gains (Losses)

Debt Equity
Securities Securities  Total

Net unrealized gains on securities available-for-sale as of

December 31, 2001 . .. ... oo $ 108 $302 $410
Change during year ended December 31, 2002:
Increase (decrease) in stated amount of securities ................ 650 (119) 531
Decrease in deferred policy acquisition costs and value of
business acquired . ........ ... (238) — (238)
Decrease (increase) in deferred income tax liabilities ............. (144) 38 (106)
Increase (decrease) in net unrealized gains included in other
comprehensive INCOME . . ... ...t in i 268 (81) 187
Net unrealized gains on securities available-for-sale as of
December 31, 2002 . .. ..ot 376 221 597
Change during year ended December 31, 2003:
Increase in stated amount of securities ......................... 13 89 102
Increase in deferred policy acquisition costs and value of
business acquired . ....... ... 20 — 20
Increase in deferred income tax liabilities....................... (15) (29) (44)
Increase in net unrealized gains included in other
COmPrehensive INCOMe . .. ...t L 18 60 78
Net unrealized gains on securities available-for-sale as of
December 31, 2003 . . ... . 394 281 675
Change during year ended December 31, 2004:
Increase (decrease) in stated amount of securities . ............... 22 3) 19

Increase in deferred policy acquisition costs and value of
business acquired . ......... ... — — —

Decrease (increase) in deferred income tax liabilities ............. (8) 1 (7)
Increase (decrease) in net unrealized gains included in other
comprehensive income . ............ .. i 14 2) 12
Net unrealized gains on securities available-for-sale as of
December 31, 2004 . . .. ... e $ 408 $279 $687
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Net Investment Income

The details of investment income, net of investment expenses, follow:

Year Ended December 31,

2004 2003 2002
Interest on debt securities .................. ... ... ... . 0. $1,298 $1,317 $1,325
Investment income on equity securities ........................ 29 25 18
Interest on mortgage loans .............. ... .. .. 262 256 250
Interest on policy loans . .......... ... .. .. il 51 50 52
Other investment income . . ..., 68 42 24
Gross Investment inCOME . . ... ..ttt it i 1,708 1,690 1,669
Investment EXPenses. . .. oo vttt e (36) (33) (35)
Net Investment INCOME . . .. v v v ettt e e e et $1,672 $1,657 $1,634

Investment expenses include salaries, expenses of maintaining and operating investment real estate, real
estate depreciation and other allocated costs of investment management and administration.

Realized Gains and Losses

The details of realized investment gains (losses), including other-than-temporary impairments, follow:

Year Ended December 31,

2004 2003 2002
Common SEOCKS . . ... o $92 $14 $ 160
Debt seCurties. . ..ot (59) (71) (167)
Total SECUITEIES . ..ottt e 33 (57) 7
Real estate . . ... ... o €))] — 2
Other .. e 7 @® 8
Amortization of deferred policy acquisition costs and value of
business acquired .. ... ... 2 14 (5)
Realized investment gains (losses)........ ... ... .. ... L. $ 41 $47 $ 22)

See Note 6 for discussion of amortization of deferred policy acquisition costs and value of business
acquired.

Information about total gross realized gains and losses on securities, including other-than-temporary
impairments, follows:

Year Ended December 31,

2004 2003 2002
Gross realized:
GaINS . .ot e $ 138 $ 71 $ 196
D088 v ottt e e e (105) (128) (203)
Realized gains (losses) on total securities . ........................ $ 33 $6 $ D
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Information about gross realized gains and losses on available-for-sale securities, including other-than-
temporary impairments, follows:

Year Ended December 31,

2004 2003 2002
Gross realized:
GaIDS . .ot $ 133 $ 56 $ 191
LSS ottt e e (103) (105) (182)
Realized gains (losses) on available-for-sale securities .............. $ 30 $M49 § 9

Investment Concentration Risk and Impairment

Investments in debt and equity securities include 1,792 issuers. Debt and equity securities include
investments in Bank of America of $477 and $494 as of December 31, 2004 and 2003. No other corporate issuer
represents more than one percent of investments.

The Company uses repurchase agreements to meet various cash requirements. At December 31, 2004 and
2003, the amounts held in debt securities available-for-sale pledged as collateral for these borrowings were $489
and $428.

The Company’s commercial mortgage loan portfolio is comprised of conventional real estate mortgages
collateralized primarily by retail (33%), industrial (23%), office (18%), apartment (14%), and hotel (8%)
properties. Mortgage loan underwriting standards emphasize the credit status of a prospective borrower, quality
of the underlying collateral and loan-to-value relationships. Approximately 30% of stated mortgage loan balances
as of December 31, 2004 are for properties located in South Atlantic states, approximately 17% are for properties
located in Pacific states, approximately 15% are for properties located in West South Central states and
approximately 11% are for properties located in Mountain states. No other geographic region represents as much
as 10% of December 31, 2004 mortgage loans.

At December 31, 2004 and 2003, the recorded investment in mortgage loans that are considered to be
potentially impaired was $50 and $62. Delinquent loans outstanding as of December 31, 2004 and 2003 totaled
$6 and $4. The related allowance for credit losses on all mortgage loans was $22 and $36 at December 31, 2004
and 2003. The average recorded investment in potentially impaired loans was $56, $64 and $77 during the years
ended December 31, 2004, 2003 and 2002, on which interest income of $1, $6 and $6 was recognized.

The Company sold certain securities that had been classified as held-to-maturity, due to significant declines
in credit worthiness. The net amortized costs of sold securities were $24, $29, and $86 for 2004, 2003 and 2002.

The realized gains on the sales of these securities, some of which were previously impaired, were $1, $9 and $0
for 2004, 2003 and 2002.

The Company monitors its portfolio closely to ensure that all other-than-temporary impairments are
identified and recognized in earnings as they occur. Currently, 669 of the Company’s securities are in an
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unrealized loss position. The table below summarizes unrealized losses on all securities held by both asset class
and length of time that a security has been in an unrealized loss position:

Less than 12 months

12 months or longer Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

U.S. Treasury obligations and direct obligations

of U.S. Government agencies .............. $ 14 $— $ 56 $— $ 70 $—
Federal agency issued mortgage-backed ‘

securities (including collateralized mortgage

obligations) ........... ... ... . il 149 2) 144 2) 293 @)
Obligations of states and political subdivisions. . 11 — 2 — 13 —
Corporate obligations . ..................... 1,590 (38) 1,734 (22) 3,324 (60)

Corporate private-labeled mortgage-backed
securities (including collateralized mortgage

obligations) .......... .. ... ... ..., 132 ) 18 — 150 2)
Redeemable preferred stock ................. — — 4 — 4 —
Total temporarily impaired securities . ......... $1,896 $(42)  $1,958 $(24) $3,854 3(66)

One statistic to which we pay particular attention with respect to debt securities is the Fair Value to
Amortized Cost ratio. Securities with a fair value to amortized cost ratio in the 90%-99% range are typically
securities that have been impacted by increases in market interest rates or sector spreads. Securities in the
80%-89% range are typically securities that have been impacted by increased market yields, specific credit
concerns or both. These securities are monitored to ensure that the impairment is not other-than-temporary.
Securities with a fair value to amortized cost ratio less then 80% are considered to be “potentially distressed
securities,” and are subjected to rigorous review. The following factors are considered: the length of time a
security’s fair value has been below amortized cost, industry factors or conditions related to a geographic area
that are negatively affecting the security, downgrades by rating agencies, the valuation of assets specifically
pledged to support the credit, the overall financial condition of the issuer, past due interest or principal payments,
and our intent and ability to hold the security for a sufficient time to allow for a recovery in value.

The table below summarizes the securities with unrealized losses in our debt portfolio as of December 31,
2004.

Amortized Fair Unrealized

Cost Value Losses Percentage
90%-99% . . ..o $3,875 $3,815 $(60) 90.9%
B090-89T0 . . oo e 45 39 (6) 9.1%

$3,920 $3,854 $(66) 100.0%

NOTE 5. DERIVATIVE FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standard No. 133 “Accounting for Derivative Instruments and Hedging
Activities” (SFAS 133) requires companies to recognize all derivative instruments as either assets or liabilities in
the balance sheet at fair value. The fair values of the Company’s derivative instruments of $82 and $33 at
December 31, 2004 and 2003 are included in other investments in the consolidated balance sheets. The
accounting for changes in the fair value (i.e., gains or losses) of a derivative instrument depends on whether it has
been designated and qualifies as part of a hedging relationship and further, on the type of hedging relationship.
For those derivative instruments that are designated and qualify as hedging instruments, a company must
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designate the hedging instrument, based upon the exposure being hedged, as a fair value hedge, cash flow hedge
or a hedge related to foreign currency exposure. The Company accounts for changes in fair values of derivatives
that are not part of a hedge or do not qualify for hedge accounting through earnings in the period of the change.
For derivatives that are designated and qualify as cash flow hedges, the effective portion of the gain or loss
realized on the derivative instrument is reported as a component of other comprehensive income and reclassified
into earnings in the same period during which the hedged transaction impacts earnings. The remaining gain or
loss on these derivative instruments is recognized in current earnings during the period of the change.
Effectiveness of the Company’s hedge relationships is assessed and measured on a quarterly basis. The Company
has no fair value hedges or hedges of net investments in foreign operations.

Cash Flow Hedging Strategy

The Company uses interest rate swaps to convert floating rate investments to fixed rate investments. Interest
is exchanged periodically on the notional value, with the Company receiving the fixed rate and paying various
short-term LIBOR rates on a net exchange basis. For the years ended December 31, 2004, 2003 and 2002 the
ineffective portion of the Company’s cash flow hedging instruments, which is recognized in realized investment
gains, was not significant. At December 31, 2004 and 2003 the maximum term of interest rate swaps that hedged
floating rate investments was ten years.

The Company also uses interest rate swaps to hedge anticipated purchases of assets that support the annuity
line of business. As assets are purchased, the interest rate swap is unwound resulting in a realized gain/(loss)
which effectively offsets the change in the cost of the assets purchased to back annuities issued. The gain/(loss) is
amortized into income over time, resulting in an overall yield that is consistent with the Company’s pricing
assumptions.

For the years ended December 31, 2004, 2003 and 2002 the Company recognized other comprehensive
income related to cash flow hedges, net of taxes, of $(3), $(5) and $9. The Company does not expect to reclassify
a significant amount of net gains (losses) on derivative . instruments from accumulated other comprehensive
income to earnings during the next twelve months.

For the years ended December 31, 2004, 2003 and 2002 the Company recognized $0, $4 and $0 in
previously deferred losses as a result of sales of securities purchased through the use of cash flow hedges.

Other Derivatives

Certain swaps serve as economic hedges but do not qualify for hedge accounting under SFAS 133. These
swaps are marked to market through realized gains. The Company’s realized investment gains from these swaps
were $1 in 2004 and insignificant in years 2003 and 2002.

The Company markets equity-indexed annuities. These contracts permit the holder to elect an interest rate
return or an equity market component, where interest credited to the contracts is linked to the performance of the
S&P 500® index. Policyholders may elect to rebalance index options at renewal dates, either annually or
biannually. At each renewal date, we have the opportunity to re-price the equity-indexed component by
establishing participation rates, subject to minimum guarantees. We purchase options that are highly correlated to
the portfolio allocation decisions of our policyholders, such that we are economically hedged with respect to
equity returns for the current reset period. The mark-to-market of the options held impacts net investment income
and interest credited in equal and offsetting amounts, For the years ended December 31, 2004 and 2003, the
change in fair value reflected in net investment income and interest credited related to these options was $49 and
$18. Such amounts were insignificant for 2002. SFAS 133 requires that we calculate fair values of index options
we will purchase in the future to hedge policyholder index allocations in future reset periods. These fair values
represent an estimate of the cost of the options we will purchase in the future, discounted back to the date of the
balance sheet, using current market indicators of volatility and interest rates. Changes in the fair values of these
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liabilities are reported in interest credited. Interest credited was decreased by $3 in 2004 and $1 in 2003 and
increased by $1 in 2002 for the changes in fair value of these liabilities.

The Company also invests in debt securities with embedded options, which are considered to be derivative
instruments under SFAS 133. These derivatives are marked-to-market through realized investment gains and were
insignificant for 2004, 2003 and 2002.

Counterparties to derivative instruments expose the Company to credit risk in the event of non-performance.
The Company limits this exposure by diversifying among counterparties with high credit ratings. The Company’s
credit risk exposure on swaps is limited to the fair value of swap agreements that it has recorded as an asset. The
Company does not expect any counterparty to fail to meet its obligation.

NOTE 6. DEFERRED POLICY ACQUISITION COSTS AND VALUE OF BUSINESS ACQUIRED
Deferred Policy Acquisition Costs

Information about deferred policy acquisition costs follows:

Year Ended December 31,
2004 2003 2002

Beginning balance ............. i $1,771 $1,525 $1,410
Cumulative effect of change in accounting principle. ................. (28) — —
Group coinsurance assumed ... ....... .t e 37 - — —
Deferral:
COMMUSSIONS . . o\ttt et e e e e et et e e ittt e e 319 381 357
Other. .o e e e 123 120 122
442 501 479
AIMOTHZALION . . . .o ottt e e e e (256) (280) (202)
Adjustment related to unrealized losses (gains) on debt securities
available-for-sale ...... .. ... . .. .. e ®)" 19 (159)
Adjustment related to realized losses (gains) on debt securities. ........ — 6 (3)
Ending balance . .......... .. i e $1,958 $1,771 $1,525

See Note 1 for discussion of group coinsurance transaction.

Value of Business Acquired

Information about value of business acquired follows:

Year Ended December 31,
2004 2003 2002

Beginning balance . ... ...... ...t $ 459 $ 502 $ 660
Cumulative effect of change in accounting principle. ................. 30 — —
Deferral of commissions and accretion of interest ................... 4 9 7
AmMOTHZAtION . . .. oottt e e e (3D (61) (84)
Adjustment related to unrealized losses (gains) on debt securities

available-for-sale . ........... ... . . . i 8 1 (79)
Adjustment related to realized losses (gains) on debt securities. . ....... 2 8 2)
Ending balance.............oo i $ 472 § 459 § 502




JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Expected approximate amortization percentages relating to the value of business acquired for the next five
years are as follows: ‘

Amortization
Year Percentage
2005 e e e 10.6%
20006 .o e 9.2%
2007 e e e e 7.9%
2008 . 7.1%
2000 . e 6.5%

As discussed in Note 2, investment income allocated to the Individual Products, AIP and Benefit Partners
segments is reduced by a default charge intended to replicate expected credit losses over an economic cycle. In
2003, the Company unlocked its deferred policy acquisition cost and VOBA models with respect to the default
charge assumption, resulting in a favorable adjustment of $16 to realized gains and losses.

NOTE 7. POLICY LIABILITIES INFORMATION
Interest Rate Assumptions

The liability for future policy benefits associated with ordinary life insurance policies has been determined
using initial interest rate assumptions ranging from 2.0% to 11.5% and, when applicable, uniform grading over 10
to 30 years to ultimate rates ranging from 2.0% to 6.5%. Interest rate assumptions for weekly premium, monthly
debit and term life insurance products generally fall within the same ranges as those pertaining to ordinary life
insurance policies.

Credited interest rates for universal life-type products ranged from 3.0% to 9.0% in 2004 and 2003 and from
4.0% to 7.5% in 2002. The average credited interest rates for universal life-type products were 4.6% for 2004,
5.0% for 2003 and 5.6% for 2002. For annuity products, credited interest rates generally ranged from 3.0% to
8.0% in 2004, 3.0% to 7.6% in 2003 and 3.0% to 7.8% in 2002. The average credited interest rates for annuity
products were 4.4% for 2004, 4.9% for 2003 and 5.5% for 2002.

Mortality and Withdrawal Assumptions

Assumed mortality rates are generally based on experience multiples applied to select and ultimate tables
commonly used in the industry. Withdrawal assumptions for individual life insurance policies are based on
historical company experience and vary by issue age, type of coverage and policy duration.
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Accident and Health and Disability Insurance Liabilities Activity

Activity in the liabilities for accident and health and disability benefits, including reserves for future policy
benefits and unpaid claims and claim adjustment expenses, is summarized below:

2004 2003 2002

Balance as of January 1 ...... ... . . i $ 630 $ 564 $540
Less reinsurance recoverables ............. .. . i e 130 132 135
Net balance as of January 1........ ... . .. i 500 432 405
Reinsurance transaction (see Note 1) ........ ... . ... .. ... ... ... .... 253 — —

Amount incurred:
CUITENL YEAL . . ottt et et e e e e e et 589 408 366
Prior Years . .. (24) (1) (38)

565 407 328

Less amount paid:

CUITENE YEAT ..o oee oo i 293 224 211
Prior years . .. ... e 185 115 90
478 339 301
Net balance as of December 31 . ..., ... ... .. ... 840 500 432
Plus reinsurance recoverables. .. ... ... i i e 125 130 132
Balance as of December 31 ...... ... . .. e $ 965 $ 630 $564
Balance as of December 31 included with:
Total future policy benefits. ....... ... ... .. ... i, $3,096 $2,674
Less: Other future policy benefits ........... .. ... ... ... ....... 2,187 2,083
A&H future policy benefits ........ ... ... ... . oL _ %9 591
Total policy and contract claims ........... ... ... ... ... 232 165
Less: Other policy and contract claims .. ........................ 176 126
A&H policy and contract claims . ............. ... ... ... _ 56 39
Total AGH TESEIVES . ..o ittt ettt e $ 965 $ 630

The Company uses estimates for determining its liability for accident and health and disability benefits,
which are based on historical claim payment patterns and attempt to provide for the inherent variability in claim
patterns and severity. In 2004, the amount incurred for accident and health and disability benefits related to prior
years was favorably impacted by claims termination experience in our long-term disability business. Actual
claims experience emerged favorably in 2003 and 2002.

NOTE 8. DEBT
Commercial Paper and Revolving Credit Borrowings

The Company has entered into a bank credit agreement for unsecured revolving credit, under which the
Company has the option to borrow at various interest rates. The current agreement, as amended on May 7, 2004,
aggregates $348, which is available until May 2007. This credit agreement principally supports the issuance of
commercial paper. As of December 31, 2004, outstanding commercial paper had various maturities, with none in
excess of 120 days. The Company can issue commercial paper with maturities of up to 270 days. In the event the
Company is not able to remarket commercial paper at maturity, the Company has sufficient liquidity, consisting
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of the bank credit agreement, liquid assets, such as equity securities, and other resources to retire these
obligations. The weighted-average interest rates for commercial paper borrowings outstanding of $188 and $654
at December 31, 2004 and 2003 were 2.30% and 1.13%.

Notes Payable and Debentures

In Janvary 2004, the Company issued $300 of 4.75% 10-year term notes and $300 of floating rate
EXtendible Liquidity Securities® (EXLs). The EXLs bear interest at LIBOR plus a spread, which increases
annually to a maximum of 10 basis points. As of December 31, 2004, the EXLs had a maturity of November
2005 subject to periodic extension through 2011. The proceeds from the debt issuance were used to finance the
Canada Life transaction and to pay down commercial paper while rebalancing the mix of fixed and floating rate
debt and short and long term maturities in the Company’s capital structure.

The junior subordinated debentures were issued in 1997 and consist of $206 at an interest rate of 8.14% and
$103 at an interest rate of 8.285%. Interest is paid semi-annually. These debentures mature in 2046, but are
redeemable prior to maturity at the option of the Company beginning January 15, 2007, with two-thirds subject to
a call premium of 4.07% and the remainder subject to a call premium of 4.14%, each grading to zero as of
January 15, 2017.

Maturities

The maturities of our borrowings outstanding at December 31, 2004, including securities sold under
repurchase agreements, are as follows: :

20005 . e $ 956
2006 — 2000 .. —
2010 and after . .. o e 609
TOtal . . e $1,565

Letter of Credit

In conjunction with the establishment of an intercompany reinsurance subsidiary, we obtained a $500 letter
of credit facility. The credit agreement will provide credit enhancement for the subsidiary’s reinsurance
obligations. JP is a guarantor under the letter of credit facility. At December 31, 2004, we had not reinsured any
reserves to this subsidiary.

NOTE 9. STOCKHOLDERS’ EQUITY
Common Stock

Changes in the number of shares outstanding are as follows:
Year Ended December 31,

2004 2003 2002
Shares outstanding, beginning . ............. ... ..... 140,610,540 142,798,768 150,006,582
Shares issued under stock option plans ............... 1,576,874 1,390,372 673,486
Shares reacquired ........... . ... iiiiii (5,368,200)  (3,578,600) (7,881,300)
Shares outstanding, ending . ... ......... ... ... . ... 136,819,214 140,610,540 142,798,768
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Shareholders’ Rights Plan

Under a shareholders’ rights plan, one common share purchase right is attached to each share of the
Company’s common stock. The plan becomes operative in certain events involving an offer for or the acquisition
of 15% or more of the Company’s common stock by any person or group. Following such an event, each right,
unless redeemed by the Company’s Board, entitles the holder (other than the acquiring person or group) to
purchase for an exercise price of $156.67 an amount of common stock of the Company (or in the discretion of the
Board, preferred stock, debt securities, or cash), or in certain circumstances stock of the acquiring company,
having a market value of twice the exercise price. Approximately 137 million shares of common stock are
currently reserved for the amended rights plan. The rights expire on February 8, 2009 unless extended by the
Board, and are redeemable by the Board at a price of 0.30 cents per right at any time before they become
exercisable.

Preferred Stock

The Company has 20,000,000 shares of preferred stock authorized (none issued) with the par value, dividend
rights and other terms to be set by the Board of Directors, subject to certain limitations on voting rights.

NOTE 10. STOCK INCENTIVE PLANS
Long Term Stock Incentive Plan

Under the Long Term Stock Incentive Plan, a Committee of independent directors may award nonqualified
or incentive stock options and stock appreciation rights, and make grants of the Company’s stock, to employees
of the Company and to life insurance agents. Stock grants may be either restricted stock or unrestricted stock
distributed upon the achievement of performance goals established by the Committee.

A total of 10,910,813 shares are available for issuance pursuant to outstanding or future awards as of
December 31, 2004. The option price is never less than the market value of the Company’s common stock on the
award date. Options are exercisable for periods determined by the Committee, not to exceed ten years from the
award date, and vest immediately or over periods as determined by the Committee. Restricted and unrestricted
stock grants are limited to 10% of the total shares reserved for the Plan. This plan will terminate as to further
awards on May 3, 2009, unless earlier terminated by the Board.

Non-Employee Directors’ Plan

Under the Non-Employee Directors’ Stock Option Plans, 874,524 shares of the Company’s common stock
are reserved for issuance pursuant to outstanding or future awards as of December 31, 2004. Nonqualified stock
options are automatically awarded, at market prices on specified award dates. The options vest over a period of
one to three years, and terminate ten years from the date of award, but are subject to earlier vesting or termination
under certain circumstances. The current plan will terminate as to further option awards on March 31, 2008,
unless terminated earlier by the Board.
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Summary Stock Option Activity

Summarized information about the Company’s stock option activity follows:

2004 2003 2002

Weighted- Weighted- Weighted-

Average Average Average

Exercise Exercise Exercise

Price Per Price Per Price Per

Options Share Options Share Options Share
Outstanding beginning of year .. .. 9,657,303  $38.80 9,952,806  $37.01 9,492,380  $34.82
Granted ....................... 1,612,900 52.30 1,378,550 38.49 1,436,361 47.71
Exercised...................... (1,752,756)  32.54 (1,525,590)  26.30 (707,740)  26.63
Forfeited and expired . ........... (516,266) 45.07 (148,463) 51.53 (268,204)  44.15
Outstanding end of year.......... 9,001,181 $42.08 9,657,303  $38.80 9,952,806  $37.01
Exercisable at end of year........ 7,444,427 $40.85 7,427,496  $37.54 7,576,734  $34.23
Weighted-average fair value of .
options granted during the year.. $ 10.84 $ 880 $ 1073

The following table summarizes certain stock option information at December 31, 2004:

Options Outstanding Options Exercisable
Weighted-
Average
Remaining Weighted- Weighted-
Number Contractual Average Number Average
Range of Exercise Prices of Shares Life Exercise Price  of Shares  Exercise Price
$16.19-82572 . ... .. .. 859,161 1.7 $24.80 859,161 $24.80
$3233-83596........ ... 1,382,376 4.1 < 35.06 1,382,376 35.06
$36.00-$46.17 .. ...... ... ... 2,474,853 54 40.01 2,025,159 40.50
$46.55-85298 .. ... 4,284,791 6.4 49.01 3,177,731 47.93
9,001,181 $42.08 7,444,427 $40.85

These tables include 459,678 outstanding and 304,719 exercisable stock options held by life insurance
agents. These are five-year options with most vesting based on future production. Forfeitures on agent options
have been much higher than on other options. These options are expensed upon vesting in accordance with SFAS
123.

Fair values were estimated at grant date using a Black-Scholes option pricing model with the following
weighted-average assumptions for 2004, 2003 and 2002: risk-free interest rates of 3.8%, 3.7% and 5.0%;
volatility factors of the expected market price of the Company’s common stock of 0.22, 0.24 and 0.22; and a
weighted-average expected life of the options of 7.4 years for 2004, 7.2 years for 2003 and 7.9 years for 2002. An
expected dividend yield of 2.95% and 2.57% was assumed for grants made in 2004 and 2003, and dividends were
assumed to increase by 10% annually for grants in 2002.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options, which have no vesting restrictions and are fully transferable. In addition, option valuation models require
the input of highly subjective assumptions including the expected stock price volatility.

NOTE 11. STATUTORY FINANCIAL INFORMATION

The Company’s life insurance subsidiaries prepare financial statements on the basis of SAP prescribed or
permitted by the insurance departments of their states of domicile. Prescribed SAP includes the Accounting
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Practices and Procedures Manual of the National Association of Insurance Commissioners (NAIC) as well as
state laws, regulations and administrative rules. Permitted SAP encompasses all accounting practices not so
prescribed. None of the life insurance subsidiaries utilize permitted practices in the preparation of their statutory
financial statements.

The principal differences between SAP and GAAP are (1) policy acquisition costs are expensed as incurred
under SAP, but are deferred and amortized under GAAP, (2) the value of business acquired is not capitalized
under SAP, but is under GAAP, (3) amounts collected from holders of universal life-type and annuity products
are recognized as premiums when collected under SAP, but are initially recorded as contract deposits under
GAAP, with cost of insurance recognized as revenue when assessed and other contract charges recognized over
the periods for which services are provided, (4) the classification and carrying amounts of investments in certain
securities are different, (5) the criteria for providing asset valuation allowances, and the methodologies used to
determine the amounts thereof, (6) the timing of establishing certain reserves, and the methodologies used to
determine the amounts thereof, and (7) certain assets are not admitted for purposes of determining surplus under
SAP.

A comparison of net income and statutory capital and surplus of the life insurance subsidiaries determined
on the basis of SAP to net income and stockholder’s equity of these life insurance subsidiaries on the basis of
GAAP is as follows:

2004 2003 2002
Statutory Accounting Practices
Net income for the year ended December 31 ..................... $ 295 $ 424 $ 240
Statutory capital and surplus as of December 31 .................. $1,930 $1,774  $1,555
Generally Accepted Accounting Principles
Net income for the year ended December 31 ..................... $ 445 $ 450 § 323
Stockholder’s equity as of December 31 ......................... $4,553  $4,244  $4,023

Prior to its acquisition, Guarantee Life Insurance Company (Guarantee, which was subsequently merged into
JPFIC) converted from a mutual form to a stock life company. In connection with that conversion, Guarantee
agreed to segregate certain assets to provide for dividends on participating policies using dividend scales in effect
at the time of the conversion, providing that the experience underlying such scales continued. The assets allocated
to the participating policies, including revenue therefrom, will accrue solely to the benefit of those policies. The
assets and liabilities relating to these participating policies amounted to $323 and $342 at December 31, 2004 and
$324 and $356 at December 31, 2003. The excess of liabilities over the assets represents the total estimated future
earnings expected to emerge from these participating policies.

Risk-Based Capital (“RBC”) requirements promulgated by the NAIC require life insurers to maintain
minimum capitalization levels that are determined based on formulas incorporating credit risk, insurance risk,
interest rate risk and general business risk. As of December 31, 2004, the life insurance subsidiaries’ adjusted
capital and surplus exceeded their authorized control level RBC. The NAIC and the Life and Health Actuarial
Task Force may introduce more stringent requirements for calculating statutory AXXX reserves for products
containing no-lapse guarantees. There are still significant issues outstanding that make it difficult for the
Company to evaluate the effect of the proposed requirements on the statutory capital and surplus of its insurance
subsidiaries. Numerous proposals have been circulated by regulators and the industry and debate is ongoing.
However, the adoption of the new requirements may require significant increases in required surplus and statutory
reserves supporting products containing no-lapse guarantees.

The insurance statutes of the states of domicile limit the amount of dividends that the life insurance
subsidiaries may pay annually without first obtaining regulatory approval. The limitations are based on a
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combination of statutory net gain from operations for the preceding year, 10% of statutory surplus at the end of
the preceding year, and dividends and distributions made within the preceding twelve months. Depending on the

timing of payments, approximately $295 of dividends could be paid to the ultimate parent by the life insurance
subsidiaries in 2005 without regulatory approval.

Some states require life insurers to maintain a certain value of securities on deposit with the state in order to

conduct business in that state. Our insurance subsidiaries had securities totaling $25 on deposit with various states
in 2004 and 2003 which are reported in debt securities within our consolidated balance sheets.

NOTE 12. INCOME TAXES

Income taxes reported are as follows:

Year Ended
December 31,
2004 2003 2002
CULTENE BXPEMSE . . .t e vttt e ettt e ettt e e e e $193 $127 $238
Deferred expense .. ...... ... 84 119 3)
Income tax expense before cumulative effect of change in accounting principle 277 246 235
Income tax effect of change in accounting for long-duration contracts . ...... 9 — —
Total INCOME £AX EXPENSE « « v v e v ettt e ettt iea e n e e $268 $246 $235

A reconciliation of the federal income tax rate to the Company’s effective income tax rate follows:

Year ended
December 31,
2004 2003 2002
Federal INCOME taX TAte . . . ... vttt ettt e e ee e 35.0% 35.0% 35.0%
Reconciling items:
Tax exempt interest and dividends received deduction .................. (1.2 1.2y (1.5
Affordable housing credits . ........ ... . . . i 0.4) — —
Other, REL . ... . 0.4) (.5 08
Effective income tax rate. . ............ .. i 33.0% 33.3% 34.3%
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The tax effects of temporary differences that result in significant deferred tax assets and deferred tax

liabilities are as follows:

December 31,

2004 2003
Deferred tax assets:
Difference in policy liabilities .......... ... . ittt $ 518 $ 470
Deferred compensation . .. ........ vttt e 37 33
Capital loss carryforward . .......... .. i — 25
Other deferred tax assets .......... ..ottt 40 33
Gross deferred tax asSetS .. ... vttt e 595 561
Deferred tax liabilities:
Net unrealized gains on securities and other............... ... ... ....... 368 369
Deferral of policy acquisition costs and value of business acquired ........... 659 517
Deferred gain recognition for income tax PUIPOSEs ... ........c.ccovnvernnn... 37 41
Differences in investment bases .. ............ i 47 64
Depreciation differences . .. ........ .. i 40 44
Other deferred tax liabilities .............. . i i 33 69
Gross deferred tax liabilities ... ...t e 1,184 1,104
Net deferred income tax ability . . ...\ttt $ 589 § 543

Federal income tax returns for 2000 through 2002 are currently under examination. In the opinion of
management, recorded income tax liabilities adequately provide for additional assessments on all remaining open
years.

Under prior federal income tax law, one-half of the excess of a life insurance company’s income from
operations over its taxable investment income was not taxed, but was set aside in a special tax account designated
as “Policyholders’ Surplus.” The Company has approximately $107 of untaxed “Policyholders’ Surplus” on
which no payment of federal income taxes will be required unless it is distributed as a dividend, or under other
specified conditions. No related deferred tax liability has been recognized for the potential tax, which would
approximate $37. The American Jobs Creation Act of 2004 was passed on October 22, 2004. This Act allows for
the Policyholders’ Surplus to be distributed without being subjected to tax. The distributions must be made during
the 2005 or 2006 tax years. The Company expects to distribute the balance in Policyholder Surplus account
during this time frame. :

At December 31, 2004 and 2003, the Company has accrued approximately $32 and $39 for liabilities
primarily related to pending settlements on the definition of life insurance and other life insurance product tax
issues. The current income tax expense in 2004, 2003 and 2002 includes tax benefits of $12, $10 and $4 related to
the exercise of stock options by employees and agents.

NOTE 13. RETIREMENT BENEFIT PLANS

Pension Plans
The Company and its subsidiaries have tax-qualified and nonqualified defined benefit pension plans, which
provide benefits based on years of service and final average earnings. The plans are funded through group annuity

contracts with JP Life. The assets of the plans are those of the related contracts, and are primarily held in separate
accounts of JP Life.
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Information regarding pension plans is as follows:

Year Ended
December 31,
2004 2003
Change in projected benefit obligation:
Projected benefit obligation at beginning of year . ............. ... ... ... .... $361  $322
S IVICE COSt . o\t ittt e e 15 13
INteTest COSt . .ot e 22 21
Actuarial 10SS ... o e 26 30
Benefits paid . ... ... o e (19) (25)
Projected benefit obligation atend of year ......... ... ... ... .. . 405 361
Change in plan assets:
Fair value of assets at beginning of year. .............. ... ... . ... ..., 369 331
Actual return on plan @ssels . .. ... 47 58
Trans er 10 . . . e e nH )]
Employer contribution .. ........ ..t e 1 6
Benefits paid .. ... ... (19) (25)
Fair value of assets at end of year. . .......... .. ... ... 397 369
Funded status of the plans . ... i (&) 8
Unrecognized Net 10SS. . . .\ o ittt e e 15 8
Unrecognized transition Net @SSt .. ... ... ..ot vret v oo i, (O 2)
Unrecognized prior SErviCe COSE. . ....uuu it et 1 —
Net amount réCOZMZEA . . . . o oot e $ 7 $14
Amounts recognized consist of:
Prepaid Denefit COSE. . ..\ttt $27 $28
Accrued benefit COSL . ... .ttt 37 (14)
Intangible @sSet . .. ... .. . 2 —
Accumulated other comprehensive inCome . ...ttt 15 —
Net amount recoOgMzed . . .. ..ottt $ 7 $14

The accumulated benefit obligation for all defined benefit pension plans was $372 and $319 at December 31,
2004 and 2003.

The Company uses a December 31 measurement date for its pension and post-retirement plans. Past service
costs and unrecognized gains and losses are amortized over the average remaining service period of employees
expected to receive benefits under the plan.

The amount included within other comprehensive income for 2004 related to the increase in the minimum

pension liability is $9, net of taxes.

Information for Pension Plans with Accumulated Benefit Obligation in Excess of Plan Assets:

December 31,

2004
Projected benefit obligation . . ... ... . $39
Accumulated benefit obligation . . ....... ... ... 37

Fair value of plan assets . ... —

2003

$26
21
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Components of Net Periodic Benefit Cost:

Year Ended December 31,
2004 2003 2002

SEIVICE COSE . o v ettt et e et e e e $15 $13 $11
TteTESt COSt . vttt 22 21 20
Expected return on plan @ssets. .. ......ouut i 3n 31 (30)
Amortization of net transition asset.............r i, 1) ey @
Amortization of prior Service Cost ... ... i 1 1 1
Amortization of net 10SS . . .. ... .. 1 (2) 3)
Net periodic benefit cost. ... ... i 3 7 $ 1 $ 3
Assumptions:

2004 2003 2002

Weighted-average assumptions used to determine benefit obligations at
December 31:
Discount rate ....... P 6.00% 6.25% 6.75%
Rate of compensation increase .............. ... ... i, 4.00% 4.00% 4.00%
Weighted-average assumptions used to determine net cost for years ended
December 31:

Discount 1ate .. ... e 6.25% 6.75% 7.00%
Expected return on plan assets . ......... ... i i 8.00% 8.00% 8.00%
Rate of compensation increase .................. e 4.00% 4.00% 4.00%

The assumption for long-term rate of return on assets is derived from historical returns on investments of the
types in which pension assets are invested. A range of assumptions for long-term rate of return is made for
benchmarks representing each asset class. The upper and lower range limits are based on optimistic and
pessimistic assumptions, respectively, and reflect historical returns that are adjusted to reflect factors that might
cause future experience to differ from the past, differences between the benchmarks and the plans’ assets, and the
effects of asset smoothing. The adjusted rates of return are weighted by target allocations for each asset class to
derive limits for a range of overall long-term gross rates of return. Within this range, one rate of return is selected
as the best estimate. From that rate the Company subtracts an estimate of expenses, and the result is the basis for
the assumed long-term rate of return on assets.

The assumption for discount rate is based upon an evaluation of specific plan attributes using cash flow
analysis. The weighted average duration of the projected cash fiows for the plans was used to select an
appropriate AA-rated bond interest rate. The discount rate assumption declined in 2004 and 2003 as a result of
the low interest rate environment experienced in the past few years.
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Plan Assets

The Company’s pension plans weighted-average asset allocations by asset category are as follows based on
fair value:

December 31,

Asset Category 2004 2003
Equity SECUTItIES . . .. .ottt e e 73%  70%
Debt SECUTILIES . .o\ oottt et e e e 26 29
L 1 7= O 1 1
Total .. e 100%  100%

The overall investment objective of the plans is to meet or exceed the actuarial assumptions of each plan.
The plans are assumed to exist in perpetuity; therefore, the investment portfolio is managed to provide stable and
growing income, as well as to achieve growth in principal equal to the rate of inflation. Allocation of plan assets
is reviewed at least annually. Investment guidelines are: equity securities, a range of 35% to 75% of the total
portfolio’s value, with no more than 20% of the total equity exposure in non-U.S. equities; fixed income, a range
of 25% to 65% of the total portfolio’s value; cash, up to 5% of the portfolio’s value. The portfolio may be
invested in individual securities, mutual funds or co-mingled funds of various kinds. In order to achieve a prudent
level of portfolio diversification, the securities of any one company or issuer, other than the U.S. Treasury, should
not exceed 5% of the portfolio’s value and no more than 20% of the fund should be invested in any one industry.
Without specific written instructions from the Plan Administrator, a plan will not be invested in short sales of
individual securities, put or call options on individual securities or commodities, or commodity futures.

Contributions

Estimated contributions to pension plans during 2005 are $0 for qualified plans and $13 to $17 for
nonqualified plans.

Benefit Payments

The expected benefit payments for the Company’s pension plans for the years indicated are as follows:

2005 . $ 30
2006 . o e 19
2007 < 20
2008 . o 20
2000 . o 21
2010 through 2014 ... ... 124

Other Postretirement Benefit Plans

The Company sponsors contributory health care and life insurance benefit plans for eligible retired
employees, qualifying retired agents and certain surviving spouses. The Company contributes to a welfare benefit
trust from which future benefits will be paid. The Company accrues the cost of providing postretirement benefits
other than pensions during the employees’ active service period. The non-pension postretirement expense was $2
in 2004, 2003 and 2002.

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act (the Act) was
signed into law. The Act includes a federal subsidy to sponsors of retiree health plans that provide a prescription
drug benefit that is at least actuarially equivalent to the benefit to be provided under Medicare Part D. We have
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evaluated the provisions of the Act and believe that the benefits provided by our plan are actuarially equivalent
thereto.

On May 19, 2004, the FASB issued FSP 106-2, “Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement, and Modernization Act of 2003”. In accordance with FSP 106-2, the
Company remeasured its plan assets and Accumulated Postretirement Benefit Obligation (“APBO”) as of July 1,
2004 to account for the subsidy and other effects of the Act, which resulted in an immaterial reduction in
postretirement benefit cost. The reduction in the APBO for the subsidy related to past service was insignificant.

Defined Contribution Plans

Defined contribution retirement plans cover most employees and full time agents. The Company matches a
portion of participant contributions and makes profit sharing contributions to a fund that acquires and holds
shares of the Company’s common stock. The Company also contributes to accounts in two plans in which full
time agents participate. Most plan assets are invested under a group variable annuity contract issued by JP Life.
Expenses were $4, $2 and $4 during 2004, 2003 and 2002.

NOTE 14. REINSURANCE

The insurance subsidiaries attempt to reduce exposure to significant individual claims by reinsuring portions
of certain individual life insurance policies and annuity contracts written. They reinsure the portion of an
individual life insurance risk in excess of their retention, which ranges from $0.4 to $2.1 for various individual
life and annuity products. They also attempt to reduce exposure to losses that may result from unfavorable events
or circumstances by reinsuring certain levels and types of accident and health insurance risks underwritten.

JPFIC reinsures certain insurance business written prior to 1995 with affiliates of Household International,
Inc. on a coinsurance basis. Balances are settled monthly, and the reinsurers compensate JPFIC for administrative
services related to the reinsured business. The amount due from reinsurers in the consolidated balance sheets
includes $828 and $845 due from the Household affiliates at December 31, 2004 and 2003.

Assets related to the Household reinsured business have been placed in irrevocable trusts formed to hold the
assets for the benefit of JPFIC and are subject to investment guidelines which identify (1) the types and quality
standards of securities in which new investments are permitted, (2) prohibited new investments, (3) individual
credit exposure limits and (4) portfolio characteristics. Household has unconditionally and irrevocably guaran-
teed, as primary obligor, full payment and performance by its affiliated reinsurers. JPFIC has the right to
terminate the PPA and COLI reinsurance agreements by recapture of the related assets and liabilities if
Household does not take a required action under the guarantee agreements within 90 days of a triggering event.

As of December 31, 2004 and 2003, JPFIC also had a reinsurance recoverable of $73 and $76 from a single
reinsurer, pursuant to a 50% coinsurance agreement. JPFIC and the reinsurer are joint and equal owners in $193
and $153 of securities and short-term investments as of December 31, 2004 and 2003, 50% of which is included
in investments in the consolidated balance sheets.

Reinsurance contracts do not relieve an insurer from its primary obligation to policyholders. Therefore, the
failure of a reinsurer to discharge its reinsurance obligations could result in a loss to the subsidiaries. The
subsidiaries regularly evaluate the financial condition of their reinsurers and monitor concentrations of credit risk
related to reinsurance activities. No credit losses have resulted from the reinsurance activities of the subsidiaries
during the three years ended December 31, 2004.

The life insurance subsidiaries generally assume portions of the life and accident and health risks
underwritten by certain other insurers on a limited basis. In 2004, assumed premium was significantly higher due
to the Canada Life reinsurance transaction discussed in Note 1. Most of the business assamed has subsequently
been rewritten to our own policy forms such that the Company is now the direct writer of this business.
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The effects of reinsurance on premiums and other considerations, universal life and investment product
charges and total benefits are as follows:

Year Ended December 31,

2004 2003 2002
Premiums and other considerations direct .......... e, $1,200 $1,029 $ 924
Premiums and other considerations assumed . ..................... 164 2 4
Less premiums and other considerations ceded ... ................. 71 80 87
Net premiums and other considerations .......................... $1,293 $ 951 § 841
Universal life and investment product charges direct ............... $ 850 $ 798 §$ 745
Universal life and investment product charges assumed ............. 7 — —
Less universal life and investment product charges ceded . ... .. IR 125 107 107
Net universal life and investment product charges ................. § 732 § 691 § 638
Benefits direCt . ... oovtit i $2,371 $2,227 $2,323
Benefits assumed ... ... ... e 155 6 (48)
Less reinSurance reCOVETIES . ...« oo v it e et et e 239 228 361

Nt DN LS L vttt ettt e e e $2,287  $2,005 $1,914

NOTE 15. SEGMENT INFORMATION

The Company has five reportable segments, which are defined based on the nature of the products and
services offered: Individual Products, Annuity and Investment Products (AIP), Benefit Partners, Communications,
and Corporate and Other. Within the Individual Products segment, the Company offers a wide array of individual
life insurance products including variable life insurance. Approximately 56%, 58% and 30% of Individual
Products life insurance sales were attributable to products with secondary guarantee benefits for 2004, 2003 and
2002. AIP offers both fixed and variable annuities, as well as other investment products. Benefit Partners offers
group non-medical products such as term life, disability income and dental insurance to the employer
marketplace. Various insurance and investment products are currently marketed to individuals and businesses in
the United States. The Communications segment consists principally of radio and television broadcasting
operations located in strategically selected markets in the Southeastern and Western United States, and sports
program production. The Corporate and Other segment includes activities of the parent company and passive
investment affiliates, default charges as discussed in Note 2, surplus of the life insurance subsidiaries not
allocated to other reportable segments including earnings thereon, financing expenses on Corporate debt, federal
and state income taxes not otherwise allocated to other reportable segments, and all of the Company’s realized
gains and losses. Surplus is allocated to the Individual Products, AIP, and Benefit Partners reportable segments
based on risk-based capital formulae which give consideration to asset/liability and general business risks, as well
as the Company’s strategies for managing those risks. Various distribution channels and/or product classes related
to the Company’s individual life, annuity and investment products and group insurance have been aggregated in
the Individual Products, AIP, and Benefit Partners reporting segments.

The segments are managed separately because of the different products, distribution channels and marketing
strategies each employs. The Company evaluates performance based on several factors, of which the primary
financial measure is reportable segment results, which consists of net income before realized gains and losses and
cumulative effect of change in accounting principle. The accounting policies of the business segments are the
same as those described in Note 2. Substantially all revenue is derived from sales in the United States, and foreign
assets are not material.
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The following table summarizes financial information of the reportable segments:

December 31,

2004 2003
Assets
Individual Products . .. ..ot $18,776  $17,717
AL e 10,504 9,941
Benefit Partners . .. ... . e 1,839 1,079
ComMMUIICAIONS . . v\ttt e e e e e 223 210
Corporate & Other .. ...t e et e 3,763 3,749
TOtal @SSEES - o v ot e e e $35,105  $32,696
Year Ended December 31,
2004 2003 2002
Revenues
Individual Products . ........ ... ..o $1,780 $1,774  $1,737
AlP e 718 694 686
Benefit Partners ... ... 1,202 820 698
CommUNICAtIONS . . . o\ vttt et et e e e 239 214 208
Corporate & Other. ... ...ttt i 122 118 99
4,061 3,620 3,428
Realized investment gains (losses), before taxes ................... 41 “n (22)
Total TEVENUES . ... .. . it .. $4,102 $3,573  $3,406
Total reportable segment results and reconciliation to net income
Individual Products ........ ... ... . .. i e $ 302 $ 309 § 293
AL e 76 85 80
Benefit Partners .. ... .. ... .. 71 51 48
COmMMUNICATIONS . . . . . vttt e e e e 54 46 40
Corporate & Oher. . ...... .. it 33 32 4
Total reportable segment results ............ ... .. ... .. 536 523 465
Realized investment gains (losses), net of taxes ................... 27 (31 (15)
Income before cumulative effect of change in accounting
principle . ... .. 563 492 450
Cumulative effect of change in accounting for long-duration
contracts, net of taxes . ... an —_ o
Netincome . .. .ot e e e $ 546 $§ 492 % 450
Net investment income (expense)
Individual Products ... ........ ... . $ 900 $ 914 $ 924
Al e 593 587 577
Benefit Partners ... ... ... i e 89 64 60
ComMUNICAIONS . . . v\ttt i e et e et e e e e (2) (2) 3)
Corporate & Other. . ...... ... . i 92 94 76
Total net investment inCOME . .. ............couvvuno... $1,672 $1,657 $1,634
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Year Ended December 31,

2004 2003 2002

Amortization of deferred policy acquisition costs and value of

business acquired
Individual Products . ........... ... i $ 207 $ 195 $ 167
AP L 53 46 38
Benefit Partners . .........o0 i e 27 100 81
Amortization reflected in total reportable segment results ........... 287 341 286
Amortization on realized investment gains (losses)................. 2) (14) 5
Amortization of deferred policy acquisition costs and value of business

acquired .. ... $ 285 $ 327 % 291
Income tax expense (benefit)
Individual Products . ............c it $ 156 $ 163 § 158
AP 40 46 43
Benefit Partners . .......... . i e 38 27 26
CommUNICAIONS . . . .. oottt e e e 36 29 26
Corporate & Other...........oooiii i (1) (3) (11)

Total income tax expense in reportable segment results . .. .. 263 262 242

Income tax expense (benefit) on realized investment gains (losses). . . . 14 (16) (7)
Income tax expense before cumulative effect of change in accounting

principle ... ... 277 246 235
Tax on cumulative effect of change in accounting principle.......... &) — —

Total income taX eXPense ...........ccovruinrnennnieen $ 268 $ 246 § 235

Default charges paid to the Corporate and Other segment by Individual, AIP and Benefit Partners were $23,
$14, $2 for 2004; $20, $10, $1 for 2003 and $13, $8, $1 for 2002,

The Company allocates depreciation expense to Individual Products, AIP and Benefit Partners, but the
related fixed assets are contained in the Corporate and Other segment.
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NOTE 16. OTHER COMPREHENSIVE INCOME

The components of other comprehensive income, along with related tax effects, are as follows:

Unrealized

Gains on Derivative Additional
Available- Financial Minimum
for-Sale Instruments Pension
Securities  Gains (Losses)  Liability Total
Balance at December 31,2001 .................... $410 $ 4 $— %414
Unrealized holding gains arising during period, net of
$104 tax exXpense ... ... 193 —_ — 193
Change in fair value of derivatives, net of $5 tax
EXPEISE . o vttt e e — 9 — 9
Less: reclassification adjustment
Gains realized in net income, net of $3 tax expense . . _ 6 — = __6
Balance at December 31,2002 ... ................. 597 13 — 610
Unrealized holding gains arising during period, net of
$23 tax eXPense .. ...t 46 — — 46
Change in fair value of derivatives, net of $2 tax benefit — (5) — S)
Less: reclassification adjustment
Losses realized in net income, net of $17 tax benefit _(32) — = _(32)
Balance at December 31,2003 .................... 675 — 683
Unrealized holding gains arising during period, net of
$12 taX EXPENSE . ..\ttt 25 — — 25
Change in minimum pension liability, net of $6 tax
benefit . ... — _ 1)) 9)
Change in fair value of derivatives, net of $2 tax benefit — 3 — 3)
Less: reclassification adjustment
Gains realized in net income, net of $7 tax expense. . _ 13 — = 13
Balance at December 31,2004 .. ... ............... $687 $5 $(9) $683
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NOTE 17. DISCLOSURES ABOUT FAIR YALUE OF FINANCIAL INSTRUMENTS

The carrying values and fair values of financial instruments as of December 31 are summarized as follows:

2004 2003
Carrying Fair Carrying Fair
Value Value Value Value

Financial Assets
Debt securities available-for-sale ...................... $19,725 $19,725 $17,706 $17,706
Debt securities held-to-maturity .. ..................... 2,369 2,514 2,752 2,918
Equity securities available-for-sale..................... 650 650 756 756
Mortgage 1oans . ...ttt 3,667 3,854 3472 3,675
Policy loans .. ............ i 839 926 369 972
Derivative financial instruments . ...................... 82 82 33 33
Financial Liabilities
Annuity contract liabilities in accumulation phase ... ... .. 8,733 8,325 8,059 7,714
Commercial paper and revolving credit borrowings .. ... ... 188 188 654 654
Securities sold under repurchase agreements ............ 468 468 401 401
Junior subordinated debentures . ...................... 309 309 309 309
Notes payable ...........o i 600 597 — —

The fair values of cash, cash equivalents, balances due on account from agents, reinsurers and others, and
accounts payable approximate their carrying amounts in the consolidated balance sheets due to their short-term
maturity or availability. Assets and liabilities related to separate accounts are reported at fair value in the
consolidated balance sheets.

The fair values of debt and equity securities and derivative financial instruments have been determined from
nationally quoted market prices and by using values supplied by independent pricing services and discounted
cash flow techniques.

The fair value of the mortgage loan portfolio has been estimated by discounting expected future cash flows
using the interest rate currently offered for similar loans.

The fair value of policy loans outstanding for traditional life products has been estimated using a current
risk-free interest rate applied to expected future loan repayments projected based on historical repayment
patterns. The fair values of policy loans on universal life-type and annuity products approximate carrying values
due to the variable interest rates charged on those loans.

Annuity contracts do not generally have defined maturities. Therefore, fair values of the liabilities under
annuity contracts, the carrying amounts of which are included with policyholder contract deposits in the
consolidated balance sheets, are estimated to equal the cash surrender values of the contracts.

The fair values of commercial paper and revolving credit borrowings approximate their carrying amounts
due to their short-term nature. Similarly, the fair value of the liability for securities sold under repurchase
agreements approximates its carrying amount, which includes accrued interest.

The fair value of the junior subordinated debentures was determined based on market quotes for similar
securities.

Notes payable is comprised of $300 of EXtendible Liquidity Securities® (EXLs) that have variable interest
rates, therefore carrying value approximates market value for these securities. The remainder of notes payable
represents 10-year notes, the fair market value of which was determined by market quotes for these notes in the
secondary market.
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NOTE 18. COMMITMENTS AND CONTINGENT LIABILITIES

The Company routinely enters into commitments to extend credit in the form of mortgage loans and to
purchase certain debt instruments for its investment portfolio in private placement transactions. The fair value of
outstanding commitments to fund mortgage loans and to acquire debt securities in private placement transactions,
which are not reflected in the consolidated balance sheets, approximates $121 at December 31, 2004.

The Company leases electronic data processing equipment and field office space under noncancelable
operating lease agreements. The lease terms range from one to seven years. Neither annual rent nor future rental
commitments are significant.

JPCC has commitments for purchases of syndicated television programming and commitments on other
contracts, and future sports programming rights as of December 31, 2004. The Company also has commitments
to sell a portion of the sports programming rights to other entities, over the same period. The table below
summarizes these commitments and revenues, including estimates for those that are not yet finalized:

Commitments Revenues Net
2005 e $ 69 $ 55 $ 14
2006 . e 58 29 29
2007 51 28 23
2008 L e 49 28 21
2000 L 41 29 12
2000 L 34 30 4
Thereafter . . ... ... ... 35 32 3
Total ..o $337 $231 $106

These commitments are not reflected as an asset or liability in the consolidated balance sheets because the
programs are not currently available for use.

A life insurance subsidiary is a defendant in a proposed class action suit. The suit alleges that a predecessor
company, decades ago, unfairly discriminated in the sale of certain small face amount life insurance policies, and
unreasonably priced these policies. Management believes that the life company’s practices have complied with
state insurance laws and intends to vigorously defend the claims asserted.

In the normal course of business, the Company and.its subsidiaries are parties to various lawsuits. Because
of the considerable uncertainties that exist, the Company cannot predict the outcome of pending or future
litigation. However, management believes that the resolution of pending legal proceedings will not have a
material adverse effect on the Company’s financial position or liquidity, although it could have a material adverse
effect on the results of operations for a specific period.
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